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DEFENSE FINANCING 


OW that appropriations for na- 
LN tional defense have reached the 

impressive total of $10,000,000,- 
000, it becomes pertinent to inquire 
how this vast sum is to be supplied. 
Fortunately it will not have to be pro- 
vided all at once, and possibly as events 
develop all of it may not be required. 
On the other hand, it is just possible 
that much more will be needed. One 
thing may be taken for granted, and 
that is that however large the need may 
prove, it will be met. 

Congress has wisely provided in- 
creased taxes to meet a fair proportion 
of the special defense expenditures. But 
the major part of the funds will have 
to be supplied out of credit. If the 
defense measures are to be carried to 
the extent now contemplated, they will 
call for huge plant expenditures. While 
the President has indicated that the 
Government stands ready to supply the 
funds to meet this expansion, the banks 
have also made it clear that they are 
in an excellent position to meet require- 
ments from this source. That they are 
so prepared is clear from the fact that 
the excess reserves of “member banks” 
are now close to $7,000,000,000. Should 
the Treasury, in this case, take the place 
of the banks, the latter would neverthe- 
less provide the funds indirectly against 


a direct procedure should the banks 
make the advances to the plants needing 
extensions. If the Treasury is to furnish 
the financing, it would have to acquire 
the funds by adding to the already ex- 
cessive Federal debt, and would have 
to further increase the already large 
holdings of Governments in the port- 
folios of the banks. 

There is a further objection to Treas- 
ury financing of the expansion program 
that should be kept in view, and by 
many it is regarded as of greater im- 
portance than the considerations already 
stated. And this is that should the 
Treasury advance these huge credits, it 
would result in greater control by the 
Government of industrial production 
than is regarded as desirable by those 
who favor the preservation of private 
enterprise. 

On the whole, it would seem best for 
the major part of the financing program 
to be undertaken by the banks of the 
country, under safeguards to be devised 
that will insure safety to the banks and 
efficient and economical service on 
their part. 

© 


THE REPUBLICAN CANDIDATE 
AND PLATFORM 


B ANKERS who may have had political 
ambitions, but who have. refrained 
from putting them to the test of the 
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ballot box, because of the theoretical or 
actual lack of bankers as vote-getters, 
may now pluck up courage, for a 
“prince of privilege,” and “economic 
royalist,” the head of a big utility con- 
cern, domiciled close to Wall Street, has 
been nominated by the Republicans as 
their candidate for President of the 
United States. How this startling de- 
velopment came about is an interesting 
subject of speculation. Probably, it 
was caused mainly by the alteration in 
the swing of the pendulum. Criticisms 
of business and open attacks upon it 
have ruled for so long that the people 
have finally tired of them, and the 
nomination of Mr. Willkie by the Re- 
publicans came about as the result of 
what was considered as a widespread 
demand on the rank and file of that 
party to oust the politicians from power 
and to put a successful business man at 
the head of the Government. Besides, 
Mr. Willkie evidently possesses the 
quality of reconciling discordant groups 
and of bringing them into codperation 
and unified action—a quality much 
needed in the Presidency at this time. 
As a conciliator Mr. Roosevelt has not 
had conspicuous success, as witness the 
hostile labor organizations, and the dis- 
sensions that have existed for some time 
in governmental and business relations. 

Whether Mr. Willkie, should be be 
elected President, will have the same 
success in statesmanship as he has had 
in business, is something to be disclosed 
by future events. 

Passing from the candidate to the 
Republican platform, it will be found 
that this voluminous document attempts 
to find a remedy for all our political 
and economic ills. Only a few brief 
‘planks” of the platform will be here 
considered 


PUBLIC CREDIT 


With urgent need for adequate defense, 
the people are burdened by a direct and 
contingent debt exceeding fifty billion dol- 
lars. Twenty-nine billions of this debt has 
been created by New Deal borrowings dur- 
ing the past seven years. We pledge our- 
selves to conserve the public credit for all 
essential purposes by levying taxation suf- 
ficient to cover necessary civil expendi- 
tures, a substantial part of the defense 


cost, and the interest and retirement of 
the national debt. 


PUBLIC SPENDING 


Millions of men and women still out of 
work after seven years of excessive spend- 
ing refute the New Deal theory that “deficit 
spending” is the way to ‘prosperity and 
jobs. Our American system of private 
enterprise, if permitted to go to work, 
can rapidly increase the wealth, income 
and standard of living of all the people. 
We solemnly pledge that public expendi- 
tures, other than those required for future 
national defense and relief, ‘shall be cut to 
levels necessary for the essential services 
of government. 


MONEY 


The Congress should reclaim its constitu- 
tional powers over money, and withdraw 
the President’s arbitrary authority to 
manipulate the currency, establish bimetal- 
lism, issue redeemable paper money and 
debase the gold and silver coinage. We 
shall repeal the Thomas Inflation Amend- 
ment of. 1933 and the (foreign) Silver Pur- 
chase Act of 1934 and take all possible 
steps to preserve the value of the govern- 
ment’s huge holdings of gold and reintro- 
duce gold into circulation. 


If these declarations can be carried 
out, it would be well for the country. 
The reintroduction of gold into circula- 
tion has been long advocated in these 
pages. 

© 


THE CHANGED CHARACTER OF 
FEDERAL RESERVE NOTES 


T may have been a matter of wonder- 

ment to others as it has been to THE 
BanKERS MaGAZINE why the practically 
irredeemable paper currency of the 
United States has maintained its pur- 
chasing power, why prices have not 
risen with the huge growth in paper 
money circulation. Obviously, one 
explanation is that in a time of long- 
continued and severe depression, with 
a great volume of unemployment, the 
natural tendency is against an inflation- 
ary price level. But there is another 
explanation, and it is afforded by the 
changed character of the Federal Re- 
serve notes. According to the law 
under which these notes were created, 
they were to be supported by eligible 
paper and a gold reserve of not less 
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than 40 per cent. Originally, the notes 
were redeemable in gold, but this pro- 
vision for gold redemption has been 
destroyed by subsequent legislation. But 
what has happened to the collateral be- 
hind the notes? Here is the answer, 
from the July issue of the Federal Re- 
serve Bulletin: 


As of June 26, 1940, the Federal Reserve 
banks had obtained $5,453,000,000 of Fed- 
eral Reserve notes, of which $5,145,000,000 
were in circulation and $308,000,000 were 
held in the vaults of the Federal Reserve 
banks. The collateral held against these 
notes was as follows: 

Gold certificates on hand and 

due from U. S. Treasury . .$5,558,000,000 

Eligible paper 1,000,000 


Total .$5,559,000,000 

As seen from this statement, the Fed- 
eral notes are virtually indirect forms 
of gold certificates. And, however one 
may deplore the lack of gold redemp- 
tion of the Federal Reserve notes, their 
essential soundness can hardly be open 
to question while they are supported, 
as they now are, by a reserve of not 
merely 40 per cent, but of over 90 per 
cent. The small amount of eligible 
paper now employed as collateral for 
the notes is explained by the fact that 
the member banks are so well supplied 
with funds that they have no need to 
furnish eligible paper for rediscounting. 

The relative importance of the Fed- 
eral Reserve notes to other forms of the 
circulating medium appears from the 
statement of the amounts of money in 
circulation as of June 30, 1940; out of 
a total of $7,847,195,507, Federal Re- 
serve notes amounted to $5,163,288,530. 


© 
PAYING FOR WAR 


HAT the injury to human lives is 

the most deplorable result of war is 
obvious. Next in importance is the 
economic loss—the reduced production 
of the necessities of life and the destruc- 
tion of capital goods. But there is an- 
other cost which is by no means insig- 
nificant, and that is the financial outlay, 


which during war and for a long time 
after its close imposes such a heavy 
burden on national budgets. 

How and when war costs are met was 
dealt with extensively and ably in a 
recent address by Frederick Stein of 
the firm of Stein & Roe, Chicago. Mr. 
Stein was speaking before the financial 
group section of the Special Libraries 
Association, at the meeting held in In- 
dianapolis, Indiana, on June 6. His 
topic was “The Financial Cost of War.” 

“The cost of war,” he said, “must 
be paid out of the human and physical 
resources of a country. These resources 
are the same in times of war as in times 
of peace, but they are used through 
different channels, for different pur- 
poses, and with different intensity. In 
peace time society uses these resources 
to provide its people with day-to-day 
subsistence, to afford them leisure, and 
to add to capital equipment. In times 
of war the imperative need is to squeeze 
out of society the maximum amount of 
goods and services for immediate use 
in the conflict.” 

To the extent that our preparation 
for defense resembles war itself, so far 
as relates to its financial and produc- 
tion demands, we shall be faced with 
the condition which Mr. Stein describes, 
and which it is well to keep in mind. 

When is war paid for? Mr. Stein 
answers this question as follows: 


The question is frequently asked whether 
domestic loans defer part of the cost of 
the war to future generations. The food 
an army consumes and the munitions it 
fires or stores are produced in the present, 
not the future, and for the most part are 
taken out of the current stream of produc- 
tion. What is not yet produced cannot 
meet a present need. Consequently, that 
part of the cost of war which is met by in- 
creased production and: by decreased pri- 
vate consumption is paid for by the present. 
The burden to be borne by future genera- 
tions is represented by the degree to which 
their inheritance in existing capital is re- 
duced by. the depletion of that capital 
during the. war. What loans postpone is 
not so much the cost of the war to society 
as a whole, but the final allocation of the 
cost of war among the various members of 
society. At the time they are raised, loans 
take present purchasing power away from 


THE BANKERS MAGAZINE for August, 1940 97 





the lenders and put it in the hands of 
the Government. When the loans are paid, 
either as to interest or principal, purchas- 
ing power is taken from one group — 
namely, taxpayers—and put into the hands 
of another group—namely, bondholders. 

Of course, from the standpoint of an in- 
dividual there is a vast difference between 
taxes and loans. When a taxpayer relin- 
quishes purchasing power he _ receives 
nothing in return, but the buyer of a bond 
receives a claim on future income. It is 
this difference which accounts for the prob- 
lems of social equity created by the two 
forms of finance. 


Burdensome as are the costs of war 
in the injury to human life, in the eco- 
nomic dislocations caused, and in the 
staggering financial burdens imposed 
on national budgets, they are yet more 
tolerable than would be the loss of 
human freedom, and that is the reason 
why this country is now preparing to 
defend that freedom, regardless of the 
financial cost. 

© 


BANKS ARE LENDING 
UBLICATION of the results of a 


survey made by the American 
Bankers Association, giving trustworthy 
statistics of the loans made by the banks 
of the respective states for the year 
1939, show conclusively that the banks 
of the United States are fulfilling their 
functions as lending institutions. The 
publication of these impressive figures 
of actual loans should constitute an 
effective refutation of the charge that 
the banks are refusing to make loans. 

It is true that an inspection of the 
statements of the large banks in the great 
cities will show that the item “invest- 
ments” frequently shows greater totals 
than that of “loans and discounts,” but 
this is due to special circumstances. 

That the demand for loans, in the 
face of a marked improvement in busi- 
ness, is still far from sufficient to make 
any substantial inroads on the huge ex- 
cess banking reserves of the country, 
is a well-known fact. According to cur- 
rent reports, the readiness of the banks 
to make loans for defense purposes is 
not as yet meeting with much response 


from those who are to produce the ma- 
terials required to meet defense needs. 
But this is a demand which will come 
to the banks later, and one to which 
they will quickly and adequately re- 
spond. 
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WISHFUL THOUGHTS 


OR a day when hate and fear shall 

be banished from the world; when 
universities shall teach less how to suc- 
ceed and more how to live; when the 
churches shall be as much concerned in 
showing us the way to dwell in accord 
here on earth as in telling us how we 
may get to heaven; when it is recog- 
nized that world trade is not something 
limited, to be grabbed and held by one 
particular nation, but unlimited, and be- 
yond the capacity of all nations to sup- 
ply; when men will everywhere under- 
stand Lincoln’s profound truth, that 
“we are not enemies, but friends.” 


© 


KNOW YOUR BANK 


To know the history of banking and 
banking theory is not enough. You 
must know your bank and the territory 
you serve. You must not be satisfied 
until your bank is prepared to take care 
of every sound banking need in your 
community. Then when you are pre- 
pared you must not be satisfied until 
you have thoroughly acquainted every 
prospective customer in your territory 
of your ability and desire to serve him. 

You must know the principles of 
security investment as well as sound 
loan procedure. To this fundamental 
knowledge must be added salesmanship. 
Bank assets must be much stronger, 
bank management much more competent 
and bank services much more compre- 
hensive and all inclusive if chartered 
banking is to stand the test of the next 
emergency and maintain against the 
forces that are continually trying to 
emasculate it—Robert M. Hanes, Presi- 
dent, American Bankers Association, in 
a recent address. 
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V VEN your customers are in 
need of special or unusual service, 
such as 


Quick returns upon 
doubtful items; 


Close and reliable 
credit information; 


Investment counsel; 


call upon this Bank. 


Long years of experience in 
dealing with these and similar 
banking problems enable us to 


give you prompt and dependable 
service. 


THE 


PHILADELPHIA 
NATIONAL BANK 


ORGANIZED 1803 


PHILADELPHIA, PA. 


Capital, Surplus and Undivided Profits 
$43,000,000 


Member of Federal Deposit Insurance Corporation 
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Better Bank Investment 


Management 


HE adage that everybody’s business 

is nobody’s responsibility is true of 

a bank’s investment account. The 
first step toward its proper management, 
therefore, may well be to fix responsi- 
bility by the appointment of a bond 
investment officer and a bond investment 
committee of which the bond investment 
officer should be a member. 

The man chosen as bond investment 
officer should have mature judgment, 
the desire to do a good job, and, pre- 
ferably, should have bond knowledge 
and experience. However, if no one is 
available with the desired bond experi- 
ence, the man with the best natural 
qualifications for this work should be 

chosen and given instructions to inform 
' himself as rapidly as possible. All 
purchases and sales of securities should 
be handled through the bond investment 
officer and he should be given discre- 
tion in this respect proportionate with 
his experience and judgment. His duty 
should be to provide the various analy- 
ses, appraisals, and charts which are 
suggested later. He should organize 
files of statistical information on each 
issue held. It should be his respon- 
sibility to initiate recommendations to 
buy or to sell securities, to make 
changes in the bond program, and to 
see that each security held by the bank 
is reviewed by the bond investment 
committee periodically. In short, it 
should be his assignment to think about 
the investment account constantly and 
he should have ample time allowed him 
to do this work properly. 


The bond investment committee 


By Paul B. Kelly 


Vice-President, The Anglo California 
National Bank of San Francisco, 
California 


should not be too large. Three mem 
bers, including the bond investmen 
officer, usually is the most desirabk 
number to be efficient. The other com- 
mittee members preferably should in 
clude the president or chief executiv: 
officer of the bank and another senior 
officer. While this may appear to be 
unnecessary, it is justified, not only by 
the importance of the bond account and 
the potential dangers connected with it, 
but also because the adoption of a suit- 
able bond program frequently results 
in a substantial curtailment in current 
income which, in turn, may necessitate 
important offsetting measures, such as 
a reduction in savings rates, the inaugu- 
ration of service charges, or strict 
economies. Furthermore, as the bond 
investment account should supplement 
the other assets of the bank, so as to 
offset properly the character of the de- 
posit liabilities, basic decisions in con- 
nection with it can best be made by a 
committee having extensive discretion 
and a thorough knowledge and under- 
standing of the bank as a whole. 


Bond Committee Functions 


The bond investment committee 
should meet regularly to act on invest- 
ment matters, and hold special meetings 
whenever desirable to secure immediate 
action. Authority to purchase and sell 
securities should be obtained from this 
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committee by the bond investment of- 
ficer and all purchases and sales of 
securities should be ratified by it. The 
committee should review the data pre- 
sented to it periodically by the bond 
investment officer relative to each se- 
curity held by the bank and should 
approve or disapprove its further re- 
tention. 

Minutes of the committee’s meetings 
should be kept and should be signed by 
each member. Although this may seem 
an unnecessary requirement, it is 
strongly recommended for several rea- 
sons. It promotes more considered 
action regarding investment matters; a 
clear written statement of the reasons 
for taking action relative to the invest- 
ment account necessitates straight think- 
ing by the commititee; furthermore, the 
establishment of a signed written 
record tends to minimize misunderstand- 
ings, alibis, and second guessing, and 
stimulates the committee members to 
inform themselves properly in connec- 
tion with investment decisions. It pro- 
motes, also, a greater continuity of in- 
vestment policy and has other advan- 
tages. 

As the ultimate responsibility for 
the purchase and sale of securities rests 
with the board of directors, it is ad- 
vantageous to furnish the board, or the 
executive committee of the board, with 
a copy of the bond investment commit- 
tee’s minutes. As the board of direc- 
tors is seldom composed of men with 
considerable bond investment experi- 
ence, this procedure will gradually pro- 
mote a much better understanding of 
the objections which are being sought 


in the management of the investment 
account. 


Investment Officer’s Duties 


Perhaps, the first job to be undertaken 
by the bond investment officer is to 
perfect or install an accurate and ade- 
quate accounting system for the bank’s 
securities. A number of excellent sys- 
tems have been designed and are readily 
available. A loose leaf, or card system 
is desirable to facilitate sorting when 
special lists are to be prepared. The 


form used should not only provide for 
an accurate title for the security, and 
the usual data relative to call features, 
interest dates, and denominations, but, 
also, should provide for the yield at cost 
and the rating on the issue when it was 
acquired. As far as practical, one record 
should combine all data regarding pur- 
chases and sales, profits and losses, in- 
terest received, write-offs, amortization 
charges, and the location of the securi- 
ties. 

As already stated, the bond invest- 
ment officer should be required to main- 
tain a file of information on each issue. 
He should be provided with any help 
and statistical services necessary. Large 
expenditures in this connection are not 
essential for most banks. While the 
officer should study the extensive reports 
which usually are available on the in- 
dividual security issues, he should pre- 
pare, for the use of his committee, a 
condensed form of report on each issue 
owned by the bank, with the exception 
of U. S. Government direct and guar- 
anteed bond issues. 

The bond investment officer should 
provide the committee with appraisals 
and analyses of the investment account 
as a whole on fixed dates, at least quar- 


Photo by Kee Coleman 
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The relative importance of 
bank bond investments has in- 
creased greatly during the past 
ten years. Between June 30, 
1929 and June 30, 1939, total 
assets of all banks'‘in the United 
States rose from approximately 
72 billion dollars to 734 billion 
dollars. During this same period, 
loans and discounts declined 
from 414 billion to 214 billion 
dollars, or 49 per cent, while in- 
vestments increased from 17 1/3 
billion to 28 1/3 billion dollars, 
or 64 per cent. 


terly. These reports should be pre- 
pared both on a basis of investment 
quality and type of issuer, and on the 
basis of maturity’ dates. 

It is desirable to provide for a di- 
vision of the first type of appraisal and 
analysis into two sections: the first sec- 
tion should comprise bonds of bank 
quality; the second should include all 
substandard quality bonds and stocks. 
Within these two sections the securities 
may be arranged into groups according 
to type of issuer, such as Governments, 
municipals, utilities, railroads, and in- 
dustrials. It is desirable for this type 
of appraisal to show, in addition to the 
usual description of the bonds, the book 
value, book yield, market value, and 
market yield. The recapitulation of 
this type of appraisal should show the 
subtotals of these items by groups, to- 
gether with the percentages which these 
items comprise of the total par, book, 
and market values in the entire invest- 
ment account. It is desirable, also, for 
the recapitulation to show the amount 
and percentages, classifiable under the 
first section as bank quality invest- 
ments, and similar amounts and per- 
centages for the substandard securities 
constituting the second section. 

The second type of periodical ap- 
praisal and analysis should show all 
bank quality investments arranged in 
order of maturity dates. Substandard 
issues are excluded from this analysis. 


102 


The same data regarding each issue 
should be presented in this type of re- 
port. Subtotals for each year, or any 
desired maturity groupings, may be 
shown. The recapitulation for this type 
of report may list each maturity, the 
number of years to that maturity, the 
par value, the book value, and the per- 
centage and cumulative percentage the 
book value of each maturity constitutes 
of the entire high-grade bond account. 
This recapitulation also should state 
the average life, or maturity, of the 
bank quality bonds. This figure serves 
as a valuable index to whether maturi- 
ties are being shortened or extended in 
the account as a whole. 

If the investment account contains a 
large percentage of municipal bonds, 
it may be desirable to prepare, in ad- 
dition, an analysis showing the geo- 
graphical diversification of the bonds 
held in order to prevent concentration 
in one locality. 

The foregoing reports and reviews of 
the individual securities and of the in 
vestment account, as a whole, serve as 
safeguards and controls with which the 
bond investment committee and the in- 
vestment officer may develop and main- 
tain an investment account suitable for 
their particular bank’s needs. The 
question, of course, immediately arises 
as to how a bond program adapted to 
their bank’s requirements may be deter- 


mined. 


Determining Bond Program 


This is done by recognizing certain 
principles of sound investment manage- 
ment applicable to all banks, and by 
making an investigation to ascertain the 
liquidity requirements of the particular 
bank and the amount of market risk 
it can conservatively carry in connec- 


tion with its investment account. Some 
of the investment principles which 
should be observed in determining a 
bond program will be covered first. 
While compliance with these principles 
may not seem brilliant, it does require 
character and stability. They provide 
a method of operation which will afford 
the bond investment committee and the 
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bond investment officer some peace of 
mind. 

The sound operation of a bond ac- 
count should not be predicated on the 
existence of markets that will absorb 
substantial liquidation under highly 
adverse circumstances. Bonds should 
be bought with the intention of holding 
them to maturity. Any other basis of 
operation presumes too much. The re- 
cent severe collapses in the bond mar- 
ket which occurred in March, 1937, and 
in September, 1939, are sufficient de- 
monstrations of how rapidly the markets 
for even the best securities can vanish. 
The extremely high level of bond prices, 
and the huge amounts of securities now 
held by the banks of this country, make 
highly essential the observance of this 
principle. A bank that holds substan- 
tial amounts of bonds which it is not 
prepared to carry to maturity, in the 
belief that it will be foresighted enough 
to sell them shortly before a major re- 
versal in bond market trend occurs, is 
carrying on a hazardous operation. 
Under present conditions, it is very dif- 
ficult for even the best students of the 
money market to make forecasts. Once 
a decline starts under present condi- 
tions, it may be extremely precipitous. 


Liquidate Speculative Bonds 


Speculative bonds have no place in 
a bank’s investment portfolio. There 
is no necessity to quarrel with an ex- 
perienced individual who buys specula- 
tive securities after careful investiga- 
tion to determine the possibilities of 
loss and gain involved, and who pur- 
chases such securities outright so that 
he will not be vulnerable to market set- 
backs which cannot be foreseen. A 
bank, however, is not in such a position 
to speculate. Its capital funds provide 
only a narrow margin which is sufficient 
when the bank is soundly operated, but 
which is insufficient if speculations are 
undertaken. Speculative bonds bought 
for a quick turn usually prove a snare. 
Bankers are seldom experienced and 
successful speculators. Like other men 
they usually succumb to such tempta- 


tions only when confidence is high and 
when business is so active that the spec- 
ulation has reached good prices and 
seems fairly safe. It is under such cir- 
cumstances that such securities should 
be sold, not bought. The frequent re- 
sult is that the speculative security 
bought subsequently appreciates a little 
further in price and then drops severely 
when the unexpected recession occurs. 
It is difficult to keep such losses a secret, 
and, as a consequence, public confidence 
in the soundness of the bank is some- 
times lost if such purchases have been 
extensive. Banks simply are not in a 
position, by reason of the nature of the 
banking business, their personnel and 
their capitalization, to engage in specu- 
lative purchases. The Comptroller’s 
regulations now prohibit the purchase 
of securities which are definitely and 
predominately speculative. 

It follows, as a matter of logic, that 


‘a bank holding speculative securities 


should use every opportunity to liqui- 
date such holdings when fair prices can 
be obtained for them. The most advan- 
tageous liquidation of such items calls 
for experience and judgment. It 
may be valuable to point out that the 
time to improve quality and to elimi- 
nate speculative and semi-speculative 
securities is when business is good, 
when such securities are selling at high 
prices, and when the dangers connected 
with them appear remote. The present 


The risks assumed in the pur- 
chase of long-term or inferior 
bonds under present circum- 
stances are so serious that it is 
difficult to realize their magni- 
tude without definite figures. If 
a bank with $200,000 of capital 
funds and $2,000,000 of deposits 
has 40 per cent of its assets, or 
$880,000, in bonds, a 5 per cent 
average decline in bond prices 
would amount to 22 per cent of 
its capital funds, while a 10 per 
cent decline would, of course, 
equal 44 per cent. 
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seems an opportune time to eliminate 
many mediocre or weak municipal, 
public utility, and industrial bonds. 


Determining Risks 


Banks should limit risks. of loss on 
substandard securities which are being 
held temporarily in the expectation of 
higher prices, and market risks on long- 
term bonds to amounts which can be 
absorbed without impairment of capital. 
In estimating the risks which a bank 
may carry, it is, of course, necessary 
to deduct from the total of surplus, un- 
divided profits, reserves, and apprecia- 
tion, a realistic estimate of the losses 
which may occur in the loan account 
under distress conditions. The balance 
will be the amount which may be used 
to offset security losses. 

In order to determine the risks con- 
nected with the investment account, the 
possible losses on any substandard se- 
curities held should be liberally ,esti- 
mated in the light of past market per- 
-formance under adverse conditions, and 
with a thorough knowledge of the in- 
dividual securities. The bank quality 
investments should then be analyzed to 
determine the market depreciation 
which would be involved if interest 
rates changed to varying extents. This 
can be done by several short-cut 
methods based on the average maturity 
of the bank quality bonds held, or it 
can be done by detailed appraisals 
based on certain assumed changes in 
market values as of an estimated date. 
If such an analysis shows that the bank 
is carrying potential risks too great for 
it to absorb without capital impairment, 
it should expedite changes in its invest- 
ment account. 

It is fundamental, of course, that the 
assets of a bank should offset in 
liquidity the character of its deposits 
and other liabilities. As loans usually 
represent the requirements of customers, 
they are given preference and the in- 
vestment account should be adjusted so 
that the assets, as a whole, will have a 
proper degree of liquidity. What this 
degree of liquidity should be can be 


ascertained only by making a careful 
study of the savings and commercial 
deposits. No effort will be made to 
describe here the methods that may be 
followed in making such an analysis, 
except to state that detailed procedures 
have been evolved and are available for 
anyone desiring information in this re- 
gard. As a result of such a study, how- 
ever, the amount of cash, and the 
amount of secondary reserves consist- 
ing of high-grade, readily marketable 
commercial paper and bonds, maturing 
preferably in one year, and in not more 
than two years, should be decided on. 
The total amount of investment securi- 
ties to be held, and their maturity spac- 
ing, may then be determined in light of 
the size and nature of the loan account 
and the amount of loss and market de- 
preciation that may be risked. 


Important Changes 


It is obvious that, for some banks, the 
adoption of such methods may result in 
important changes. Their effect on in- 
come should be estimated and plans 
should be formulated to offset the loss 
of income involved as far as advisable. 
As already indicated, such changes may 
necessitate a reduction in savings rates. 
This should be done, when feasible, for 
there is no sound reason why banks 
should try to continue interest rates on 
savings deposits that are too far above 
those afforded by other short-term, 
highly liquid investments. Experience 
has proved that banks which lead the 
way in such reductions by moderate 
amounts lose relatively little in deposits. 
Installation of service charges may con- 
stitute an avenue of replacing income in 
some cases. Stricter economies may 
afford some means of offsetting the in- 
come loss. However, reduction or 
elimination of dividends may be the 
unavoidable result. These may appear 
to be drastic prescriptions, but they 
represent sound principles of bank 
operation. If a bank temporarily does 
not earn currently as much money by 
observing them, that is to be expected. 
We should not forget these are very dif- 
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ficult times for banks and other finan- 
cial institutions from an earnings stand- 
point. 


Adopt Bond Program 
A bank which has developed the fore- 


going reports and studies, and which 
has these principles in mind, is now in 
a position to adopt a bond program to 
serve as a guide and as an authorization 
to the bond investment committee and 
to the bond investment officer in shaping 
the bank’s investment account. This 
program should be reduced to writing 
and should be approved by the bank’s 
board of directors. While such a pro- 
gram may cover a considerable range 
of subjects, the following are considered 
some of the desirable points to be in- 
cluded: 

The definition and amount of cash 
and secondary reserves to be maintained 
should be stated. Statements to the 
effect that securities will be thoroughly 
investigated before purchase, that new 
purchases will be confined to issues of 
high investment merit, and that steady 
progress shall be made toward the com- 
plete elimination of substandard se- 
curities are essential. 

The program should specifiy the per- 
centage of Government securities to be 
maintained, should place maximum per- 
centage limits on other types of securi- 
ties which may be held, and should fix 
the maximum and the standard commit- 
ment which may be made in any issue. 
Limitations should be specified respect- 
ing the length of maturities and the 
objectives to be sought in properly ar- 
ranging maturities in the investment 
account to suit the bank’s needs. 

The program may well state the mini- 
mum percentage which the bank’s sur- 
plus, undivided profits, and reserves 
shall be of U. S. Government direct and 
guaranteed securities, and of other 
bonds. It may indicate also the amount 
that it shall be the policy of the bank 
to accumulate as a special reserve for 
losses and depreciation on securities. 

The frequency of reviews of indi- 
vidual securities, of appraisals and 
analyses, and how often the various 


parts or objectives of the program shall 
come up for reconsideration, may be 
stated. 

Once such a program is adopted and 
the work involved is under way, it is 
valuable to maintain simple charts 
which will enable the bond investment 
committee and the bond investment of- 
ficer to judge the progress which is 
being made and which will serve as a 
stimulus to continued improvement. 
Charts showing the amounts or percent- 
ages of bank quality bonds and of sub- 
standard securities, the average ma- 
turity, the average book yield of the 
investment bonds, the amount of securi- 
ties pledged and unpledged, and the 
market value appreciation or deprecia- 
tion of the total investment account, are 
examples. Such charts involve compara- 
tively little time in maintenance and 
are time savers for those responsible for 
the operation of the investment port- 
folio. 

In addition to these measures, the 
bond investment committee, and espe- 
cially the bond investment officer, should 
familiarize themselves, if they have not 
already done so, with the factors that 
affect the money markets and the bond 
markets. The Federal Reserve Bank 
goes to great trouble and expense to 
make this information promptly avail- 
able each week and its monthly bulletins 
contain additional data, articles, and 
charts in this connection. The factors 
affecting the money markets and their 
management have been altered tremen- 
dously since 1932. Bankers who have 
not kept themselves informed on these 
matters have made some costly mistakes, 
such as leaving too much cash idle, 
being too dilatory in reducing interest 
rates, maintaining unnecessarily short 
bond maturities at a substantial sacri- 
fice in income, or in selling out their 
bond positions in the expectation of 
repurchasing them at more normal 
prices, only to buy them back higher. 
Familiarity with these factors should 
form the background for not only the 
bond investment operations, but for 
other bank policies involving interest 
rates as well. 
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Financing Our 


Preparedness Program 


SHOULD like to call your attention 

to one striking omission from the 

Advisory Comittee which has been 
appointed to codperate with the mem- 
bers of the Cabinet who constitute the 
Council of National Defense. 

On this Advisory Committee are some 
eminent industrialists—one is to look 
after raw materials, one functions in 
the field of industrial production, an- 
other is concerned with labor relations, 
another with prices, and so on. But in 
that vitally important group no one is 
charged with the responsibility of super- 
vising finance. Yet it would seem that 
adequate provision for the capital needs 
of industry should be an indispensable 
part of that program. 

During the first World War, when the 
Government’s program was many times 
larger than that now contemplated, both 
the raising and spending of industrial 
capital were largely left in private 
hands. In January, 1918, the Invest- 
ment Bankers Association of America 
recommended a plan for controlling this 
financing through a system of regional 
committees. The association pointed 
out the advisability of permitting indus- 
try to finance itself in the capital mar- 
kets in so far as this was possible, and 
at the same time urged the importance 
of allowing a reasonable profit return, 
to the end that both investment markets 
and the Government’s own revenues be 
placed on a thoroughly sound basis. 

The principal features of this plan 
were soon thereafter enacted into law 
and the Capital Issues Committee was 
established. Its function was defined 
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By Emmett F. Connely 


President, Investment Bankers Association 
of America 


as“the rationing of capital for use only 
by’ those enterprises and industries 
which served some immediate and defi- 
nite military or economic need.” There 
was no “drafting” of wealth, but there 
was an intelligent control of all invest- 
ment funds. 

These regional Capital Issues Com- 
mittees passed on applications totaling 
$2,600,000,000 between May 17 and 
November 10, 1918. Of this amount, 
$500,000,000 was disapproved. Not- 
withstanding the public impression that 
a great over-expansion of industrial 
plants took place during this period, 
such was not the case. Only some 
$367,000,000 out of more than $2,000,- 
000,000 approved went for construction 
and equipment, of which the public 
utilities absorbed $156,000,000. Re- 
fundings, which would expedite indus- 
trial consolidations and thus increase 
output, accounted for $523,000,000 
Thus, private initiative, properly con- 
trolled and functioning under the dif- 
ficult condition of war, discharged com- 
petently a highly important task. 

Had Government monopolized the 
function of finance, dictating where and 
how money was to be spent, could this 
job have been performed equally well? 
I am inclined to doubt it. The Govern- 
ment is under no compulsion to pay a 
return on the capital it borrows out of 
the earnings on that capital. In contrast 
to Government deficits defrayed by the 
taxpayer, industry must pay its own 
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way. Industry does not ask for capital 
unless it sees a way to employ that 
capital profitably. So here we encounter 
that basic economic principle that ef- 
ficient production and efficient financ- 
ing are natural complements to each 
other. 


Government Financing Proposal 


In connection with our present arma- 
ment program, however, no provision 
has yet been made to follow this World 
War example of mobilizing the re- 
sources of private investment capital 
behind this great national preparedness 
effort. Thus far the only official policy 
declaration that has been made was con- 
tained in the President’s radio address 
of May 26, when he said: 

“T know that private business cannot 
be expected to make all of the capital 
investment required for expansion of 
plants and factories and _ personnel 
which this program calls for at once 

The Government of the United 
States stands ready to advance the neces- 
sary money to help provide for the en- 
largement of factories, the establish- 
ment of new plants, the employment of 
thousands of necessary workers.” 

Following Mr. Roosevelt’s statement, 
Chairman Steagall of the House Bank- 
ing and Currency Committee, intro- 
duced a bill under which the powers 
of the Reconstruction Finance Corpora- 
tion are to be greatly enlarged. Not 
only would the life of this agency be 
extended from 1945 to 1955, not only 
is it to be authorized to purchase the 
outstanding stock of the Federal Home 
Loan Banks, but the RFC is to create 
“or to organize a corporation or cor- 
porations with such powers as it may 
deem necessary to aid the Government 
of the United States in its national de- 
fense program, when requested by the 
Federal Loan Administrator with the 
approval of the President, and to sub- 
scribe for the non-assessable stock there- 
of, and to make loans to any such cor- 
poration or to any other corporation 
to assist in such program. Such loans 
may be made for the purpose of acquir- 


ing and carrying strategic and critical 
materials and other raw materials, for 
plant construction, expansion, and 
equipment, and for working capital, and 
may be made on such terms and con- 
ditions and with such maturities as the 
Corporation may determine.” 

Now it may be that the country is 
prepared to accept, in connection with 
the present emergency, this further ex- 
tension of governmental domination 
over industry. But certainly the need 
for any such stev has not yet been 
demonstrated. 


Capital Supply Adequate 


The reservoirs of the capital markets 
are full to overflowing. I have checked 
the important industries—aviation, ma- 
chine tool, automotive, metallurgical— 
involved in the defense program, and 
there appears to be little or no need 
for Government financial assistance. On 
the contrary, these industries are in a 
position to raise, through regular bank- 
ing channels, what capital they may re- 
quire for expansion. 

Quite apart from the question of risk 
(which can be met in part by changes 
in Treasury depreciation rules to permit 
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‘‘Not only must individual 
liberty and freedom for enter- 
prise be more jealously guarded 
than ever before, but we must 
be increasingly vigilant against 
those groups, strongly  en- 
trenched within and without the 
Government, who welcome the 
present emergency as opening 
still another door toward attain- 
ing their goal of a utopian col- 
lectivist state. We must not rush 
to the defense of imperiled 
democracy abroad and in that 
effort find that we have lost 
democracy and free enterprise 
at home,’’? warns Mr. Connely 
in the accompanying portion of 
his recent address at the Na- 
tional Retail Dry Goods Asso- 
ciation convention. 


the rapid writing off of these emergency 
plants), Government financing of in- 
dustry on any wholesale basis raises an 
exceedingly grave problem which needs 
the most careful consideration before 
any such far-reaching policy is em- 
barked upon. 

There is the prospect that, through 
cancellation of contracts or default upon 
such loans, Government might event- 
ually acquire, as a result of such financ- 
ing, a large ownership participation in 
enterprise. Pressure from workers so 
employed—as in the case of railroad 
labor during the World War—might 
force the continued operation, rather 
than liquidation, of such plants in direct 
competition with private industry. Con- 
cerns in which the Government was a 
partner might find themselves with a 
strong advantage in numerous ways over 
their less fortunate rivals. And there is 
always the temptation, once a Govern- 
ment foothold has been obtained in one 
industry, to spread to another, to extend 
participation from direct munition 
plants to their suppliers in an ever- 
widening circle. Dependence upon Fed- 
eral money sets up inevitably an in- 


sidious corrosion which eats deeply into 
the system of private initiative. 

Nor is there any reason whatever to 
assume that under such Government 
financial domination, financial reserves 
within such Government-aided indus- 
tries could or would be built up to pro- 
vide against the inevitable slump which 
would follow the termination of Govern- 
ment orders. This loss cannot be 
escaped even if the Government pro- 
vided every cent of capital and actually 
owned the plants. In the final reckon- 
ing, the loss will be no less in the form 
of direct Government investment than it 
would be through providing merely 
some form of guarantee to private in- 
dustry on the defense phase of its ac- 
tivities. 


Remove Brakes... 
The alternative to this proposal for 


Government financing of our prepared- 
ness program is a simple one. It con- 


sists simply of removing the brakes that 
now restrict enterprise, of eliminating 
those deterrents which have prevented 
the flow of capital funds into industry. 


The first essential to that end is a 
more cooperative spirit between Govern- 
ment and industry. Suspicion and hos- 
tility must give way to a recognition of 
mutual responsibilities. Neither Gov- 
ernment nor industry can pull this load 
single-handed; they must work together 
as a team, and in the team spirit. 

Likewise, in the interest of national 
unity, there must be a halt on economic 
experimentalism which, by tinkering 
with the delicate mechanism of business, 
serves merely to retard sound economic 
recovery. We can discharge the respon- 
sibilities that now rest upon us—not by 
further “blood transfusions” in the form 
of Government spending, but by in- 
creasing, not restricting industrial pro- 
duction. 

And, as industry expands—as it must 
expand to meet both our normal and 
war requirements —there must be an 
increased flow of capital funds into 
business. That means that barriers that 
now handicap the sale of securities must 
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THE CHASE 
NATIONAL BANK 


OF THE CITY OF NEW YORK 


Statement of Condition, June 29, 1940 


RESOURCES 


CasH AND DuE FROM BANKS ....... . .. .« « $1,467,007,452.80 


U. S. GoveRNMENT OBLIGATIONS, DIRECT AND FULLY 
GUARANTEED .. et ot a ie a 3s 4s Se eee 


STATE AND Mosca. Serene oe ee 
StocK. or FeperaL Reserve.BaANK ......... 6,016,200.00 
OTHER SECURITIES... ae eae ‘a 151,938,094.22 
Loans, DiscouNTS AND Banuees’ ‘Acres. - « « +  607,858,800.76 
SE I de oe. <5) sae, rw ie Bs, teed es Se Cori 32,773,713.63 
Oemtee pat Hevave 2. 6 tt tw oy sine ack oo 8,126,541.88 
MortcaGEs .. . a ee ae 10,677 ,143.08 
CusTOMERS’ fuieaiieaees keane mae ee 11,944,699.23 
I tas, 8 as. Sa ie OM at Sa nas bt iba 9,510,536.59 


$3,472,779,485.72 


LIABILITIES 
CapiTaL Funps: 
Ceenes, SOOCE 6 6 kt ww Ss $100,270,000.00 
SURPLUS ee saat EN od RD ig Tae. ve 100,276,000.00 
UnpDIVIDED PROFITS . ....... 33,820,953.64 


$ 234,360,953.64 
DIVIDEND PAYABLE AuGUST 11,1940. ........ 5,180,000.00 
Reserve For CONTINGENCIES ......4.+2+2424.. 14,507,676.95 
RESERVE FOR TAXES, INTEREST, ETC.. . . ..-.+..- 2,214,575.31 
ee ae ne ek ee ere ee Se 
ACCEPTANCES OUTSTANDING . . . 3K Fan iy 13,488,305.37 
LIABILITY AS ENDORSER ON purine AND Seman BILLs 1,004,017.12 
SEES oir Gtr eth ee ee a we 11,201,031.14 


$3,472,779,485.72 


United States Government and other securities carried at $141,972,500 are pledged to secure 
public and trust deposits and for other purposes as required or permitted by law. 


Member Federal Deposit Insurance Corporation 
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*‘Government financing of in- 
dustry on any wholesale basis 
raises an exceedingly grave 
problem which needs the most 
careful consideration before any 
such far-reaching policy is em- 
barked upon. 

‘‘There is the prospect that, 
through cancellation of contracts 
or default upon such loans, Gov- 
ernment might eventually ac- 
quire, as a result of such financ- 
ing, a large ownership participa- 
tion in enterprise. Pressure 
from workers so employed might 
force the continued operation, 
rather than liquidation, of such 
plants in direct competition with 
private industry. Concerns in 
which the Government was a 
partner might find themselves 
with a strong advantage in num- 
erous ways over their less fortu- 
nate rivals. And there is always 
the temptation, once a Govern- 
ment foothold has been obtained 
in one industry, to spread to 
another, to extend participation 
from direct munition plants to 
their suppliers in an ever-widen- 
ing circle. Dependence upon 
Federal money sets up inevitably 
an insidious corrosion which 
eats deeply into the system of 
private enterprise.’’ 


be removed. While every protection 
must be afforded the investor, the entre- 
preneurial spirit, based upon willing- 
ness to take risk in return for reasonable 
profits, must once more be revived and 
encouraged. 


Investment bankers have been busy 
pointing out some of these bottlenecks 
that obstruct the flow of capital funds. 
But this should not be their respon- 
sibility alone; it belongs to the whole 
industry. It is no longer possible for 
any one business or industrial group to 
segregate itself from the problems that 
affect all business. For only as we pull 


together and codperate can these joint 
problems be solved. 

Not only must individual liberty and 
freedom for enterprise be more 
jealously guarded than ever before, but 
we must be increasingly vigilant against 
those groups, strongly entrenched with- 
in and without the Government, who 
welcome the present emergency as open- 
ing still another door toward attaining 
their goal of a utopian collectivist 
state. We must not rush to the defense 
of imperiled democracy abroad and in 
that effort find that we have lost de- 
mocracy and free enterprise at home! 

Times are critical—beyond belief or 
comprehension—but if we will all set 
our shoulder to the wheel, make na- 
tional defense our own personal job, I 
have faith that we will not only survive, 
but that we will preserve our present 
system of democracy so dear to us all. 


© 


PUBLIC RELATIONS 


PuBLIc relations is obviously every con- 
tact with the public. It goes far he- 
yond the customary concept of free pub- 
licity in the newspapers. The essence 
of public relations is to make people 
say to themselves and to their friends: 
“I like to do business with that bank.” 
It is to make even competitors say: 
“They are a fair and square crowd.” 
—author unknown. 


© 


EMPLOYES REFLECT MANAGE- 
MENT 


Our employes should be likened to a 
mirror that reflects to the public the de- 
gree of consideration that management 
gives to them, both with respect to the 
operations and policies of the bank as 
well as to their individual welfare. In 
view of this fact, management must 
make an unselfish effort to place the 
entire personnel of a bank on a higher 
level of appreciation than ever before 
attained.—Ray A. Ilg, Vice-President, 
The National Shawmut Bank, Boston, 
Mass., in a recent address. 
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Oud Republic’s simple, practical plan of insuring 


personal loans against the death of borrowers is reducing risk and 
building profits for hundreds of 
commercial banks in 32 states 
from New York to California. 
The plan costs a bank nothing to 
install and operate. How it works 
is clearly explained in the portfolio 
shown at the right. Bank officers 
are invited to send for a copy 


without cost or obligation. 


Old Republic 


Credit Life 


l[nsurance 


The pioneer in 
adapting credit life 


insurance to the needs 
of commercial banks 


with personal loan 


departments. 
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A Look at Our 


Economic Future 


S children and as men all of us have 
wandered in the half-light of 
reverie, wondering what we would 

do in the event of a great personal trag- 
edy—if death should come to those near 
and dear to us, if the ability to carry 
our responsibilities should be suddenly 
destroyed by disaster or disease. 

We Americans, all of us, are facing 
such a situation today. We are seeing 
empires crash. We are seeing a turn- 
ing point in civilization. And what are 
we doing? Some—too many—are mor- 
tally afraid. For these we have pity, but 
not respect. Some are trying to use a 
national emergency to secure special 
advantages or pursue private grudges. 
Some of us are losing our heads. And 
this is perhaps the most harrowing 
aspect of it all. I can’t describe how 
sad it is to hear friends who have always 
seemed steady now speaking a language 
utterly foreign to their personal tradi- 
tions—how sad it is to see judgment 
routed, long-held convictions scuttled, 
intellectual strongholds inherited from 
brave forefathers abandoned to the 
enemy. 

I hope we can take counsel in this 
crisis—calm counsel. For despite the 
cries of the broken in spirit, there is 
time to save ourselves. And if, as the 
fearful say, there is no time, then let 
us at least meet our fate with dignity. 
Let us meet it like men. 

What is the issue? I need hardly 
remind you. It is the issue of the out- 
come of this war. What of us. in the 
event that both Allies are beaten to 
their knees? Let us look at the possi- 
bilities for a moment. 
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By Raymond Moley 


Contributing Editor, Newsweek Magazine 


The first, and the worst, is that the 
axis powers will attempt to wage mili- 
tary and naval warfare against us; that, 
as a Senator said the other day, the 
Germans will be invading us _ before 
snow flies. We must, of course, meet 
that possibility by preparing our de- 
fenses with all the speed and energy 
and genius we can muster. But with 
out minimizing the need for transcend- 
ent effort and universal sacrifice to pro- 
tect ourselves against attack—and | 
stress the word “sacrifice” here because 
most Americans have not begun to 
realize what adequate defense will in- 
volve—I think we must also recognize 
that the possibility of military attack is 
the remotest of the possibilities we face. 
The assumption that it will happen is 
not based upon any statements of policy 
by foreign nations, or foreign leaders. 
It is based upon what people think that 
Hitler thinks. Maybe he does, and 
maybe he doesn’t contemplate a mili- 
tary attack upon us. Our staggering 
defense job is the same in any case. Yet 
it must not blind us to the fact that 
attack or no attack, a victorious Hitler 
is bound to challenge us in other ways. 


Trade Expansion Challenge 


This takes us out of the realm of 
possibility into the realm of the pre- 
dictable. It takes us out of the realm 
of what may happen into the realm of 
what is certain to happen. It doesn’t, 
needless to say, diminish the need for 
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safeguards against what may take place. 
But it impels us to be prepared also 
for what we can see taking place. 

What is certain is that, if Hitler wins, 
he will be the head of a great and 
powerful industrial nation, enormously 
dependent upon foreign trade, although 
not as dependent on it as England has 
been over the centuries. I believe that 
Germany will carry on trade fiercely. 
| believe that Germany will try to get 
special privileges, just as every great 
commercial nation has ever done. I 
believe Germany will be interested in 
making friends in crucial spots abroad. 
| believe that Germany will try to make 
zoods more cheaply, and get as much, 
in goods and exchange, as it can for 
them. This is a threat with which we 
must reckon, in any case. 

There has been a good deal of loose 
talk about whether military and: politi- 
cal power necessarily follows the ex- 
pansion of trade. There is a tendency 
to confuse trade, any kind of trade, with 
economic penetration. Economic pene- 
tration means the fostering of actual 
economic dependence in the area which 
is penetrated. It means the exploitation 
of an area to make it dependent upon 
exports to the exploiting nation. That 
can easily be followed by military and 
political domination. But it can happen 
only in countries which are relatively 
undeveloped and which lack powerful 
friends. The economic exploitation of 
nations in South Eastern Europe by 
Germany need have no parallel in the 
Western Hemisphere. We have no in- 
tention of permitting it. 

But let’s come back to this specific 
point in a few moments. Let’s look, first, 
at the broad sweep of our problems. 

It’s easy to see now that this country 
has been deplorably free in making 
commitments without really giving 
thought to how it might fulfill these 
commitments. I am not saying that 
commitments should not have been 
made. I am only saying that each and 
every commitment that we make ought 
to be made with a full consciousness of 
what is involved and with actual prep- 
aration for carrying out the obligation 
incurred. This we have not done. And 


we are becoming aware only now of 
the danger of the soft kind of thinking 
that tells us that words or expressions 
of sympathy or small gestures are things 
of value in themselves. It is a hideous 
danger not only to ourselves, but to 
others who participate in or act on the 
basis of such careless commitments. We 
have only to look at the diplomacy of 
Mr. Chamberlain to see the price of 
carelessness. 

This is no time to stress the mistakes 
of the Allies. Still, as patriotic Ameri- 
cans, we have a right to consider our 
own problems in the light of those mis- 
takes. I know it is hard for nations to 
promise only what they know they can 
keep. The spokesmen of nations are 
politicians, and political success is apt 
to rest on the ability to spread promises 
coupled with the ability to find plausible 
reasons: for not keeping them. Private 
business cannot be run on such a basis. 
If it were, there would be no faith in 
the marketplace, no wages, no goods, no 
benefits to divide. Harry Scherman has 
pointed out in his brilliant book that 
the promises men live by are not the 
promises of governments. But with the 


“This country is not soft or 


senile or slipping. Nor, if its 
defense is properly looked after 
and its foreign relations are 
properly handled, is it in any 
great danger. There is no need 
to feel that it will be surrounded 
with enemies no matter what the 
outcome of this war may be. 
The greatest political leaders of 
the past made their countries 
safe by developing the habit of 
international readjustment. In 
foreign relations, as in politics, 
the greater wisdom is in assimi- 
lation, not elimination. Let us 
speak softly and carry a big 
stick—a big stick not on order 
but on hand,’’ advises Mr. Moley 
in the accompanying portion 
of his recent address before 
the Advertising Federation of 
America convention. 
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‘It is essential that industries 
continue to explain what they 
are doing all along the line. It 
is essential that industries keep 
their names before the public. It 
is also essential that industry 
prepare to face, abroad, competi- 
tion on a scale, on a level and of 
an intensity we have never seen 
before.”’ 


lesson of Europe before us, we must 
insist that the promises of our govern- 
ment be promises that men can live by. 
Otherwise we too shall perish. 


Policy Toward Japan 


Consider, in the light of our promises, 
in the light of our commitments, the 
policy we have followed toward Japan 
in recent years. We have assumed that 
Japan needs continual threatening, and 
we have certainly supplied it. But wise 
naval authorities say that it would take 
seven years for us to win a war against 


Japan if we faced no complications in 


the Atlantic. What would our situation 
be if we faced complications? On the 
other hand, there are things upon which 
Japan and the United States can agree 
that are vastly more vital than the things 
on which we can disagree. There are 
strong possibilities of reasonable adjust- 
ment between the two nations—possi- 
bilities we should thoroughly explore. 

Our trade relations with Japan are 
exceedingly important. Our bargaining 
power is very great. Realistic wielding 
of it, plus the use of temperate lan- 
guage, plus a practical facing of mu- 
tual problems, will make possible a 
clear-cut division of responsibility 
among the nations that border on the 
Pacific. Bluffing will get us nowhere— 
except into a war. 

A year or so ago when my two boys 
got themselves a sailboat in California, 
I took them to an old sailor for advice. 
His advice was summarized in the salty: 
“Boys, don’t get the idea that the Pacific 
Ocean is a playmate in a storm.” That 


bit of lore might well be the basis of 
our national policy in the Pacific. The 
Pacific Ocean will be no playmate in a 
storm. And we frankly and simply are 
not prepared for a storm there. Every 
foreign nation knows it—knew it long 
before it dawned upon the public here 
at home. So we must do what lies in 
our power to preserve peace in the 
Pacific as a first step in fulfilling our 
responsibilities in the Western Hemis- 
phere. 


Latin American Codperation 


In a large sense, our fundamental 
problem in Latin America is the same. 
We will have to forego the luxury of 
meaningless words — of alternating 
threats and sweet nothings. We need 
more than promises and more than 
warnings. We need some assurance that 
Mexico will not blow up in our faces. 
We need precisely defined alliances with 
the Latin American countries—alliances 
aimed at mutual defense against aggres- 
sion, including provision for codpera- 
tive action, provision for adequate 
forces, for mechanized facilities, equip- 
ment, bases and stores. We need to 
insist that the nations of Latin America 
work with us for their defense. We 
need to make practical arrangements 
now to take over the sovereignty of 
certain territory in this Hemisphere 
which belongs to European countries in 
the event that it becomes necessary. If 
and when it does, we will not be able 
to sit around debating plans and pro- 
cedures. And last but not least, we 
need to see that trade between the Latin 
American nations and the totalitarian 
states does not become economic pene- 
tration by the totalitarian states. 

Bear with me if I repeat how im- 
portant I think it is that American in- 
dustry look as far ahead as it can into 
the economic future. Naturally, prep- 
aration for defense is uppermost in our 
minds now. But American industry 
must remember that something that 
looks like peace will be restored again. 
Manufacturers who are turning their 
facilities in whole or in part to the pro- 
duetion of war materials, must keep in 
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mind the need for maintaining their 
normal markets, for preserving their 
good will. This is particularly true of 
the heavy goods industries and of manu- 
facturers of consumers’ goods who will 
be turned to emergency production. I 
need not remind you of the swiftness 
with which public opinion can change. 
Benefits and services are too soon for- 
got. As my associate, Malcolm Muir, 
has recently said, out of his long ex- 
perience, every effort must be made 
now to cushion the inevitable shock of 
transition from war to normal business. 
{t is essential that industries continue 
to explain what they are doing all along 
the line. It is essential that industries 
keep their names before the public. 
it is also essential that industry prepare 
io face, abroad, competition on a scale, 
on a level and of an intensity we have 
never seen before. 


Latin American Trade 


There are two current misconceptions 
about trade with Latin America. One 
rates the potential markets there too 
high. The other regards them as un- 
important. The truth is somewhere 
between. Despite German, Italian and 
Japanese competition, our position in 
Latin America is still preponderant. It 
can remain so. But to carry on trade 
we need salesmanship, merchandising. 
Any country storekeeper knows that 
merchandising involves more than solic- 
itation of orders. We have the right to 
expect that our government provide us, 
through the appropriate departments, 
especially the Department of Commerce, 
with vital, aggressive leadership in these 
countries. 

The second factor in strengthening 
our economic position in Latin America 
is financing. We have had some un- 
fortunate experience in other adminis- 
trations—experiences used in campaigns 
for the purpose of political attack. But 
neither the experiences nor the attacks 
should obscure the fact that a policy 
of lending money to Latin America is 
indispensable if we are to build mar- 
kets there for our goods. 

After years of dependence upon rela- 


tively ineffective methods of expanding 
our foreign trade, the Administration 
recently announced with a great fanfare 
a conference at the White House to 
consider new methods. The chief pro- 
posal is to create a gigantic corporation 
to buy all exports from the various 
countries in this hemisphere, including 
our own, with money contributed by 
this country, and to re-sell this stuff 
wherever possible. The objective of 
this corporation would clearly be to 
establish a monopoly to control all 
commerce between the Western Hemis- 
phere nations and the rest of the world. 

It should be noted that if the Admin- 
istration embarks upon such a program, 
it will, in effect, be turning its back 
upon most of the foreign trade policies 
it has pursued in the past six years. I 
suppose that a late, emergency conver- 
sion is better than none. And I sup- 
pose, too, that we cannot be too im- 
patient when, to save face, officials 
assure us that the program can be put 
into effect without jeopardizing the 
principles of. the reciprocal trade 
treaties. There are serious flaws in the 
new proposal. They involve questions 
of surpluses, of possible “bootleg” ex- 
ports, and of immense financial and 
political and political risk. It is clear 
that, in the working out of this or any 
similar plan, we must go far beyond 
what we have done in domestic subsidis- 
ing and buying schemes. It is also clear 
that such plans cannot be carried out 


‘‘The second factor in strength- 
ening our economic position in 
Latin America is financing. We 
have had some unfortunate ex- 
periences in other administra- 
tions—experiences used in cam- 
paigns for the purpose of poli- 
tical attack. But neither the ex- 
periences nor the attacks should 
obscure the fact that a policy of 
lending money to Latin America 
is indispensable if we are to 
build markets there for our 
goods.’’ : 
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by politicians or theorists. They must 
set up genuine business mechanisms. 
Business men must play a large part 
in their councils. Practical experience 
and tested judgment must help to guide 
these belated applications of “enlight- 
ened self-interest.” But when all this 
has been said, we must recognize that 
the purpose of putting the United States 
in a position to forestall the economic 
exploitation of the Latin American na- 
tions deserves our support. 

There is another point here—perhaps 
the most important of all. It has to do 
with the kinds of goods that we ought 
to plan to sell Latin American countries 
in setting up our new trade organiza- 
tions. We must give them the means of 
economic independence. We must help 
them industrialize themselves. That is 
the only way of protecting them against 
wretched subservience to European or 
Asiatic nations. Certainly we will 
simply drive them into the harness of 
Germany and Italy if we offer them 
only consumers’ goods. To sell the 
Latin American countries the means by 
which they will ultimately make some 
of the very products that we now sell 
is not to lose those countries as mar- 
kets. It is the only means of cementing 
firmer relationships with these coun- 
tries. It is the only means of enabling 
these countries to codperate with us 
effectively in hemispheric defense. We 
cannot protect purely agricultural coun- 
tries against foreign aggression. We 
cannot protect economically dependent 
peoples from foreign aggression. But 
free men in industrial nations can mu- 
tually work out means for protection 
and for lasting prosperity in this hem- 
isphere. 


World Trade Readjustments 


There are those among us who feel 
that if, in the process of readjusting our 
world trade, we adopt some of the 
methods of our competitors, we shall be 
sacrificing democracy at home. The 
totalitarian system of cartels, barter, 
exchange manipulation and the like, as 
it operates in foreign trade, assuredly 
differs from the methods of foreign 
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trade followed for generations by the 
democracies. But our safety lies in the 
extent to which foreign trade is a frac- 
tional part of our economy. You have 
only to glance through the London 
Economist for the past three or four 
years to realize how tragic have been 
the struggles of Great Britain to meet 
the foreign trade methods of Germany 
without seriously impairing free enter- 
prise. But an enormous proportion of 
Britain’s economic life is dependent 
upon foreign trade. In this country 
the proportion is relatively small. [ 
grant that it will be a problem to main- 
tain or better our world position and, 
at the same time, safeguard our system 
of free enterprise at home. But I cer- 
tainly think it is absurd to assume that 
the problem cannot be solved. 

We can solve it. if, in the first place, 
our planning for foreign trade is limited 
to foreign trade. We can solve it if 
such planning is not done by a little 
group of official theorists but is the 
product of bona fide codperation by 
business, labor, agriculture and govern- 
ment. We can solve it if we know what 
we are doing, and refuse to get en- 
tangled in the slogans of 19th century 
economics; if we galvanize the pro- 
ductive energy of the nations; if we 
shake off pessimism; if we get out of 
public office those who preach a doctrine 
of economic stagnation and senility; if 
we recover our self confidence—the self 
confidence that has already transformed 
us from a tiny colonial appendage to 
the richest and most powerful nation in 
the world. 

This country is not soft or senile or 
slipping. Nor, if its defense is prop- 
erly looked after and its foreign rela- 
tions are properly handled, is it in any 
great danger. There is no need to feel 
that it will be surrounded with enemies 
no matter what the outcome of this war 
may be. The greatest political leaders 
of the past made their countries safe by 
developing the habit of international 
readjustment. In foreign relations, as 
in politics, the greater wisdom is in 
assimilation, not elimination. Let us 
speak softly, and carry a big stick—a 
big stick not on order, but in hand. 
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THE NATIONAL CITY BANK 
OF NEW YORK 
Head Office - 55 WALL STREET + New York 


Condensed Statement of Condition as of June 30, 1940 
(In Dollars) 


INCLUDING DOMESTIC AND FOREIGN BRANCHES 


ASSETS 

Cash and Due from Banks and Bankers $1,247,074,280 
Gold Abroad or in Transit 1,206,709 

United States Government Obligations (Direct or Fully 
725,503,880 
Obligations of Other Federal Agencies 35,502,834 
State and Municipal Securities 138,287,768 
Other Securities 57,935,928 
Loans, Discounts and Bankers’ Acceptances 498,731,602 
Real Estate Loans and Securities 7,903,247 
Customers’ Liability for Acceptances 7,733,095 
Stock in Federal Reserve Bank.................2.2. oa 3,900,000 

Ownership of International Banking Corporation 

(Including Paris Office) 8,000,000 
Bank Premises 41,877,294 
469,244 
654,709 


$2,774,780,590 


Deposits $2,591,963,229 
Liability on Acceptances and Bills $29,233,121 
Less: Own Acceptances in Portfolio 16,243,792 12,989,329 
Items in Transit with Branches 9,736,833 
Reserves for: 
3,973,539 
6,698,290 
3,100,000 
$77,500,000 
53,000,000 
15,819,370 146,319,370 


Figures of Foreign Branches are as of June 25, 1940. 
(Brussels as of April 25) 


$69,444,689 of United States Government Obligations and $17,676,551 of other assets 
are deposited to secure $59,823,769 of Public and Trust Deposits and for other 
purposes required by law. 


(Member Federal Deposit Insurance Corporation) 
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Developing 


Employe Loyalty 


HEN we realize that the employes 
are the ones who contact 
approximately 90 per cent of the 

bank’s customers, we can see how im- 
portant it is that employes reflect a 
spirit of loyalty, a spirit of enthusiasm 
for the welfare of their institution in all 
of their daily contacts. 

The most important thought that I 
can bring to you is the way in which 
this conception of loyalty can be 
brought about in our banking institu- 
tions throughout the country, for with- 
out this loyalty no sincere and worth 
while effort to sell bank services can 
be accomplished. 

I shall divide this program into four 
parts. The first of these would come 
under the heading: Starting the new 
employe off on the right foot. 

At the time a person comes into the 
employ of a bank it is only natural that 
he should want to gain all the informa- 
tion possible about the institution for 
which he is to work. He comes to the 
bank with an open mind concerning the 
qualities and operations of the institu- 
tion, and it is therefore at this time that 
the management should attempt to create 
a good and lasting impression about 
the bank. This is the logical time to 
give the employe definite and complete 
information about the bank and the use 
of a descriptive folder is, perhaps, the 
best way to impart such knowledge. 

Booklets of this nature are in some- 
what general use by banks throughout 
the country. The trouble with a good 
many of those that I have seen is that 
they frighten the new employe, rather 
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By Ray A. Ilg 
Vice-President, The National Shawmut 
Bank, Boston, Mass. 


than welcome him. To be sure some of 
these booklets are not intended as a wel- 
come but more as a set of instructions 
for the guidance of the employe. These 
are all right as far as they go, but they 
don’t go far enough to do any real good 
in bringing about better employe rela- 
tions. Permit me to outline briefly the 
type of a booklet for new employes 
which I believe will help in selling a 
person 100 per cent on his own in- 
stitution. 

To begin with, the booklet should 
contain a message from the president of 
the bank. This message should appear 
on the very first page of the booklet and 
read something like this: 


To Mary Smith— 
Dear Miss Smith: 


Now that you are one of us, it gives me 
real pleasure to extend a hearty welcome 
to you. 

This little brochure is intended to be 
something more than a lot of “do’s” and 
“don'ts.” It is given to you for the purpose 
of helping you become really acquainted in 
your new home. 

We are proud of our institution, of its 
history, of its service to the public and of 
everyone connected with our bank. That 
is why we want you to share with us this 
feeling of loyalty and its resultant good 
fellowship one with another. 


Sincerely yours, 
John A. Jones 
President 


The booklet should then open with 
a brief history of the bank, describing 
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some of the important events which 
would be of interest to the employes. 

It should also stress the part that the 
bank has played in the life and progress 
of the community. 

The next section of the booklet should 
be given over to general instructions. 
This would cover such things as the 
trial period of employment, vacations, 
business hours, attendance, absence, 
sickness, use of the telephone, personal 
appearance, general conduct, and other 
such miscellaneous subjects. 

The booklet should then devote a 
special section to the many things which 
the bank does for the general welfare 
of its employes. By this, I refer to such 
things as the maintenance of a cafeteria, 
nursing service, pension and insurance 
plans, education through the American 
Institute of Banking, club facilities, out- 
ings, Christmas parties, and the encour- 
agement that is given to participate in 
the program of outside organizations. 

The final section of the book should 
be devoted to the matter of the bank’s 
business. A description of every serv- 


ice which the bank offers to the public 
should be given in brief form. In larger 
institutions, it is also important to desig- 
nate the location of each specialized 
department of the bank. 
portant supplement to this section of the 
employe’s booklet is an organization 


A very im- 


chart. Every employe of the bank 
should be acquainted with the names of 
the bank’s officers and, if possible, each 
department head. They should also have 
a fairly general idea of the responsibil- 
ity which each officer assumes in the 
management of the bank. Since changes 
are constantly taking place in these 
charts, an up-to-date one in loose leaf 
form should be inserted at the time the 
booklet is given to the new employe. 
If we are to expect our employes to 
become good salesmen, it is only fair 
that we provide them with a suitable 
background to do a thorough job. A 
carefully written and illustrated booklet, 
such as I have mentioned, will provide 
an excellent foundation upon which to 


build. : 


Group Meetings 


The second point in this program to 
educate the employes is to adopt a 
policy aimed at the encouragement of 
employe group meetings. In _ small 
banks this might well bring all of the 
employes together at one time, to dis- 
cuss the work of each department in 
the bank. In larger banks, it would 
necessarily mean breaking this down 
into smaller groups, possibly by depart- 
ments, with each group discussing not 
only the particular problem which ap- 
plies to their own work, but to listen to 
the officers or depaartment heads of 
other sections of the bank in order that 
they may become familiar with every 
service which the bank is offering to 
the public. 

One of the best ways to conduct regu- 
lar meetings for employes is the so- 
called “round table” method whereby 
officers and employes alike sit down to- 
gether to discuss their mutual problems. 
This lends an air of informality to the 
occasion and encourages each employe 
to take an active part in the proceedings. 
It is well at these meetings to explain 
the real purpose for which they are 
held, so that the employes will fully 


RAY A. ILG 
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‘“‘Today, more than ever be- 
fore, a bank leans very heavily 
on its employes to win the good 
will of the public, and if the 
employes can be encouraged to 
do some original thinking, in 
terms not only of their own jobs 
but of the welfare of their bank, 
there is no estimating the 
amount of good that will result. 
Banks are not run by machinery 
but by the brains, enthusiasm, 
initiative, and team work of all 
of their employes,’’ states Mr. 
Ilg in the accompanying portion 
of his recent address at the 
American Institute of Banking 
convention. 


understand the great need that exists 
for them today to shoulder their share 
of the responsibility in the bank’s new 
business program. They should under- 
stand that the purpose of these meetings 
is to help them do a more creditable 


job, both for themselves and for their 
bank in their daily contacts with the 
public. 

There are many plans which could 
be put in to effect to carry out a pro- 
gram of this kind. The size of the bank 
itself is usually the determining factor 
in choosing a particular method. A 
rather unique plan for a round table 
discussion is carried out by a mid- 
western bank in this fashion. A ques- 
tionnaire is prepared covering every 
phase of the work of some one depart- 
ment, and employes are then asked to 
write the answers to the questions be- 
fore the meeting is called. These ques- 
tions are then looked over by the offi- 
cer in charge, and wherever a difference 
of opinion appears, those questions are 
chosen as the ones to be discussed in 
the open ineeting. When an employe is 
called upon to defend his opinion on 
a certain subject he is obliged to cite an 
actual experience which he may have 
encountered. 

There is another benefit which accrues 
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to a bank from holding these round 
table meetings. Employes become im- 
bued with the feeling that they are 
actually doing something constructive 
for their own institution by giving their 
suggestions and ideas. Today, more 
than ever before, a bank leans very 
heavily on its employes to win the good 
will of the public, and if the employes 
can be encouraged to do some original 
thinking, in terms not only of their own 
jobs but of the welfare of their bank. 
there is no estimating the amount of 
good that Will result. Banks are not 
run by machinery but by the.brains, en- 
thusiasm, initiative, and team work of 
all of their employes. 

To give a simple illustration of the 
necessity for a thoroigh knowledge of 
a bank’s business, picture, if you will, 
a customer of a bank who has a petty 
grievance concerning the size of his 
monthly service charge approaching his 
favorite teller to cash a check. During 
the course of the brief conversation with 
the teller, the customer makes a rather 
disparaging remark concerning the 
bank’s method of charges. The teller, 
not being well grounded in the funda- 
mental reason for the schedule of 
charges adopted by his bank, or the 
schedule of charges which may be in 
effect generally in other banking insti- 
tutions in the vicinity, usually does one 
of three things: 

First, he may attempt to minimize the 
seriousness of the customer’s accusations 
by “laughing off the matter.” This is 
sometimes a necessary procedure. but 
hardly the thing to do when it affects 
the customer’s pocketbook. 

Secondly, not wishing to offend this 
customer, whom he knows to be a nice 
sort of an individual, he may decide to 
agree with him and thus take on a rather 
sympathetic attitude towards his griev- 
ance—a diplomatic gesture to be sure, 
but not exactly the right thing to do. 

Thirdly, the teller, wishing to be loyal 
to his bank and defend the policy of his 
institution, makes a wild guess at what 
he thinks to be the correct answer. A 
good reaction to this rather lame excuse 
would certainly be the exception rather 
than the rule. 
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Bank of America 
NATIONAL sivines ASSOCIATION 


CALIFORNIA’S ONLY STATEWIDE BANK 
Condensed Statement of Condition June 29, 1940 


RESOURCES 
Cash in Vault and in 
Federal Reserve Bank . . § 168,268,130.71 


Due from Banks . i . 101,646,611.93 


TOTAL CASH .... +. + + + « « « § 269,914,742.64 


Securities of the United States Government and 

Federal Agencies . . ‘ ‘ 420,052,050.76 
State, County and Municipal Bends ips Nae aaa 154,921,004.81 
Other Bonds and Securities. . ....... 39,616,989.03 
Stock in Federal Reserve Bank . ...... 3,720,000.00 
Loans and Discounts. . a en oe 724,574.778.65 
Accrued Interest and Aocounts Receivable a 6.258,759.73 
Bank Premises, Furniture, Fixtures and Safe 

Deposit Vaults .. ‘ > aa Aare ae 31,198,232.40 
Other Real Estate Owned be ae 7,608,585.39 
Customers’ Liability on Account of Letters of Credit, 

Acceptances and Endorsed Bills . . .... 17,928.353.49 
Other Resources ...... a ee Da be 847,596.95 


TOTAL RESOURCES ..... - $1,676,641 ,093.85 


LIABILITIES 
DEPOSITS: 
Demand. . . + « « « « $653,365,806.89 
Savings and Time - « « »« . 842,656,194.81 
Liability for Letters of Credit and as Acceptor, 
Endorser or Maker on Acceptances and 
Foreign Bills . . eo « 18,296,.376.17 
Reserve for Interest Received in ‘Advance ‘as 8,440,504.87 
Reserve for Interest, Taxes, Etc. . . . . 2. « « 1,675,790.24 
Capital: 
Common (4,000,000 Shares) . . $ 50,000,000.00 
Preferred( 600,000Shares)* . .  12,000,000.00 
Surplus. . ..... . . .  82,000,000.00 
Undivided Profits . . . . . .  17.805.778.75 
Unallocated Reserve ..... 6.900,000.00 
Other Reserves ... ‘ 2,500,642.12 
Preferred Stock Detect Fund . 1,000,000.00 


TOTAL CAPITAL FUNDS .. «ss ees 152.206,420.87 


TOTAL LIABILITIES . . . . . . . $1,676,641,093.85 


“Issued at $50 ($20 Capital—$30 Surplus), Annual Dividend $2. Preferred 
to extent of and retirable at issue price and accrued dividends. 


This statement includes the figures of the London, England, banking office. 


MAIN OFFICES IN TWO RESERVE CITIES OF CALIFORNIA 
SAN FRANCISCO LOS ANGELES 


re 495 California branches united 
for strength and service 


$1,.496,022,001.70 
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‘‘At the time a person comes 
into the employ of a bank it is 
only natural that he should 
want to gain all the information 
possible about the institution for 
which he is to work. He comes 
to the bank with an open mind 
concerning the qualities and 
operations of the institution, and 
it is therefore at this time that 
the management should attempt 
to create a good and lasting im- 
pression about the bank. This 
is the logical time to give the 
employe definite and complete 
information about the bank and 
the use of a descriptive folder is, 
perhaps, the best way to impart 
such knowledge.’’ 


In a situation of this kind, I do not 
advocate having the teller engage in a 
lengthy discourse on service charges. He 
should, however, be fully equipped to 
answer just such a remark as that which 
was put to him in this example by giv- 
ing a brief but satisfactory reply; and, 
if a more lengthy explanation is needed, 
he should refer the customer to an offi- 
cer. By handling the situation in this 
manner, it shows the customer that even 
the teller is in agreement with the bank’s 
schedule of charges and furthermore is 
fully sold on the idea that they are jus- 
tified in every respect. It also precludes 
any question in the customer’s mind of 
there being a difference of opinion on 
this subject between the officers and the 
employes. Last, but not least, it gives 
the teller an opportunity to take an ac- 
tive part in customer cultivation. Since 
our present customers present the great- 
est source of new business for a bank it 
can be readily seen what an important 
factor the employe can be in maintain- 
ing the good will of these customers and 
in recommending to them the use of 
other bank services. 


(Nore: The second and concluding por- 
tion of Mr. Ilg’s outline of an employe 
education program will be presented in the 
September issue of THe BANKERS Maca- 
ZINE.) 


TWO FRONT PREPAREDNESS 


THE country is a little bewildered by 
the shocking speed of recent develop- 
ments, but the conviction is hardening 
among our people that if we would pre- 
serve our freedom, we will have to de- 
serve it. The urgent job is to ring our- 
selves with steel so invincibly as to 
arrest armed attacks from any quarter 
by any possible enemy; but we must 
look also to those moral defenses which 
alone give meaning and direction to all 
armies. All history shows that physical 
force has no reality or life, save in the 
thought which animates it. Ours is a 
preparedness program on two fronts— 
the speedy. massing of material re- 
sources for defense, and the revitalizing 
of our democratic beliefs. Only if de- 
mocracy provides a working economy 
compatible with the temporal needs of 
the person and with his spiritual dig- 
nity will man die to defend it.—James 
F. Twohy, Governor, Federal Home 
Loan Bank System. 


BANK 
ACCOUNTING 
—=— PRACTICE 


By L. H. LANGSTON 


Langston’s Bank Accounting Practice 
covers comprehensively the entire account- 
ing of a modern bank. It includes the 
operations incidental to all phases of bank- 
ing—commercial, fiduciary, foreign ex- 
change, and savings—and explains all 
divisions of accounting work within the 
bank. 


The emphasis is on a thorough grasp 
of the principles of accounting as applied 
to bank practice. While complete in its 
explanations of the tie-up» of accounting 
with operating routine, it avoids the ob- 
scuring effect of too cumbersome detail. 
This presentation is an advantage alike 
to the bank officer, the accountant, and the 
student of accounting or banking. 


Price $5.00 


BANKERS PUBLISHING CO. 
465 MAIN STREET 
CAMBRIDGE, MASS. 
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NATIONAL BANK 
OF DETROIT 


Complete Banking and Trust Service 


Statement of Condition, June 29, 1940 


RESOURCES 
Cash on Hand and Due from Other 


United States Government Obligations, 
direct and/or fully guaranteed . 

Other Securities 

Stock in Federal Reserve Bank. . 

Loans: 
Loans and Discounts 
Real Estate Mortgages 
Overdrafts 

Branch Buildings and Leasehold Im- 
provements 

Other Real Estate. . . 

Accrued Income Receivable—Net 

Prepaid Expense 

Customers’ Liability Account of 
Acceptances and Letters of Credit 


TOTAL RESOURCES 


$ 61,461,489.35 
14,664,962.99 
14,983.05 


LIABILITIES 
Deposits: 
Commercial, Bank and Savings . 
U. S. Government 
Treasurer, State of Michigan . 
Other Public Deposits 
Capital Account: 
Preferred Stock (368,475 Shares) 
— Stock (825,000 Shares) 


rplus 
Uadivided Profits 


Reserve for Retirement of Pre- 


$460,634, 185.78 
20,217,630.19 
13,736,074.38 
11,427,353.19 


9,211,875.00 
8,250,000.00 
8,288, 125.00 
6,401,570.45 


ferred Stock . aa 
Reserve for Common Stock Dividend 
No. 12, payable August 1, 1940 
Reserves 
Our Liability Account of Acceptances 
and Letters of Credit 


TOTAL LIABILITIES .... 


460,529.69 


$210,996,354.28 
217,613,530.19 


31,816,548.30 
772,500.00 


76,141,435.39 


912,897.70 
15,905.54 
1,349,632.73 
981,454.00 


1,545,497.01 
$542, 145,755.14 


$506,015,243.54 


32,612,100.14 


412,500.00 
1,560,414.45 


1,545,497.01 
$542,145,755.14 


United States Government securities carried at $65,644,690.06 in the foregoing statement 
are pledged to secure public and trust deposits and for other purposes required by law. 


———— 








Member Federal Deposit Insurance Corporation 
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The Bank’s 


Insurance Problems 


(PART II) 


HE importance of insurance in the 

successful operation of a bank can- 

not be easily overestimated. To 
what extent and how a bank will use 
insurance is a matter of policy and 
should not be left to one individual or 
to one department. The entire executive 
staff of the bank should codéperate in de- 
termining the various ways in which in- 
surance could minimize losses. The best 
advice obtainable should be utilized. 
From the results of such study a definite 
program should be adopted. 

Several factors will determine the 
nature and scope of the program. It 
will be related to the business activities 
of the bank. Obviously the require- 
ments of a savings bank are far less 
comprehensive than those of a commer- 
cial bank; and the needs of commercial 
banks vary greatly with the scope and 
variety of activities. The program will 
also be related to the credit policy and 
practices of the bank. In many respects 
the details of the program will be de- 
termined by exercise of business judg- 
ment. Whatever limitations may be es- 
tablished, the insurance required should 
be the best obtainable to carry out the 
program. The plan thus adopted should 
be constantly reviewed. 

Administration of the program must 
be made the responsibility of one indi- 
vidual or one department. Successful 
functioning should not be expected with 
divided control of administration. If 
the business of a bank is sufficient in 
volume to warrant the expense, insur- 
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By E. W. Sawyer 


Attorney, National Bureau of Casualty & 
Surety Underwriters, New York, N. Y. 


ance should be made the first respon- 
sibility of an executive thoroughly 
trained and experienced in insuran:e. 
If the size of the bank requires that in- 
surance be made an incidental respon- 
sibility of an executive, the bank should 
rely heavily upon the advice of a com- 
petent broker or agent. In either case 
centralization of authority and respon- 
sibility is imperative. 


Association Service 


Next let us consider some of the prob- 
lems of the bank association and ways 
in which it can serve the individual 
bank. Insurance plays so important a 
role in banking that every bank associa- 
tion should have an insurance section 
and an insurance committee. The insur- 
ance section should hold at least semi- 
annual sessions for discussion of the in- 
surance problems of its members. One 
session could be held annually at the 
time of the association’s annual meet- 
ing. At such sessions there might be 
addresses by qualified individuals, but 
there certainly should be round-table 
discussions at which questions may be 
asked and answered. Plans for exchange 
of experiences and ideas should be 
adopted. If the association has no in- 
surance counsel special committees 
should be utilized to work out the de- 
tails of plans adopted. 

Such a division should have a small 
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committee or an insurance counsel em- 
powered to represent it in negotiations 
with other bank associations and with 
representatives of the insurers. It is 
most important for effective results that 
the association make itself articulate 
through as small a group as possible. 
If a state association is a member of a 
national or a regional association of as- 
sociations, it is equally important that 
the same steps be taken—thorough con- 
sideration by all but administration by 
a few. 


Function of Committees 


You may feel that I overemphasize 
the importance of centralization of the 
a ministrative function. I think not. In 
the central organizations of the insur- 
ance business we function to a great ex- 
tent by committees. These committees 
determine principles and often details, 
but administration and negotiation are 
invariably delegated to small commit- 
tees or to the organization staffs. We 


frequently hear “committee” defined as 
a group of individuals which keeps 


minutes and wastes hours. The thought 
is also frequently expressed in our busi- 
ness that the ideal committee is com- 
posed of two individuals one of whom 
cannot attend meetings. The functions 
of the committee I have in mind for a 
bank association are to execute plans 
and to negotiate. Principles may be de- 
termined by large committees, but 
execution and negotiation should be 
delegated to a small group—the smaller 
the better. 


Association Functions 


I often think that if a state bank asso- 
ciation or a national or regional bank 
association would create a permanent 
position of insurance counsel and em- 
ploy a competent, experienced executive 
to devote his entire efforts in behalf of 
the member companies, the results 
would amply repay the expense. 

There is not time to discuss in detail 
the innumerable ways in which a small 
insurance committee or an insurance 
counsel could aid the individual bank, 


but I do wish to mention a few: The 
most important is the establishment of 
complete codperation between the asso- 
ciation and insurance interests looking 
toward a better understanding of mutual 
problems. From such coéperation it is 
reasonable to expect the development 
of new forms of insurance which banks 
may require, the combining of existing 
covers in more workable contracts and 
the automatic application of insurance 
covers. Among the routine aids which 
could be given the member banks are 
the development of standard, satisfac- 
tory insurance questionnaires for credit 
applicants, the establishment of standard 
methods for properly insuring common 
hazards, the collection and dissemina- 
tion of the experiences of the members, 
the development of such special rating 
plans as seem feasible, the study of leg- 
islative changes and governmental re- 
quirements which necessitate revision of 
insurance practices, and last, but by no 
means the least important, the planning 
of the programs for the meetings of the 
insurance section of the association. 
These few functions of a permanent 


‘‘Administration of the insur- 
ance program must be made the 
responsibility of one individual 
or one department. Successful 
functioning: should not be ex- 
pected with divided control of 
administration. If the business 
of a bank is sufficient in volume 
to warrant the expense, insur- 
ance should be made the first 
responsibility of an executive 
thoroughly trained and expe- 
rienced in insurance. If the size 
of the bank requires that insur- 
ance be made an incidental re- 
sponsibility of an executive, the 
bank should rely heavily upon 
the advice of a competent broker 
or agent. In either case central- 
ization of authority and respon- 
sibility is imperative,’’ advises 
Mr. Sawyer. 
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‘Insurance plays so important 
a role in banking that every bank 
association should have an insur- 
ance section and an insurance 
committee. 

‘‘From such cooperation it is 
reasonable to expect the develop- 
ment of new forms of insurance 
which banks may require, the 
combining of existing covers in 
more workable contracts and the 
automatic application of insur- 
ance covers. Among the routine 
aids which could be given the 
member banks are the develop- 
ment of standard, satisfactory 
insurance questionnaires for 
credit applicants, the establish- 
ment of standard methods for 
properly insuring common haz- 
ards, the collection and dis- 
semination of the experiences of 
the members, the development of 
such special rating plans as seem 
feasible, the study of legislative 
changes and governmental re- 
quirements which necessitate re- 
vision of insurance practices, 
ete.”? 


committee or of an insurance counsel 
illustrate the many ways in which co- 
ordination of effort would prove helpful 
to the individual bank. No doubt you 
can immediately name many more. 


‘*Properly Insurable’’ Hazards 


If insurers can be convinced that a 
need is properly insurable they will find 
a means of providing insurance to fit 
that need. What do we mean by “prop- 
erly insurable?” It must be a need 
which is a proper subject matter for 
insurance, and there must be an ade- 
quate spread of exposure. 

By proper subject matter for insur- 
ance we mean that the hazard must be 
such that insurance against it will not 
be contrary to law or to public policy. 
Furthermore, the hazard must possess 
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the fundamental elements of insurabil- 
ity. If the hazard is one of liability it 
must not be devoid of the element of 
fortuity. No carrier intends to insure 
liability for an act wholly at the will 
of the insured. A carrier does not wish 
to insure property under conditions 
which invite destruction of the property 
by the insured. It is hardly necessary 
to enlarge upon this requirement be- 
cause the needs of a bank would present 
little difficulty of this nature. 

By adequate spread of hazard we 
mean both a geographical spread and a 
volume spread. Geographical spread 
minimizes the effect of localized condi- 
tions, such as a concentration of ex- 
posure to loss from a single cause. Vo!- 
ume spread relates to an important law 
of insurance—the law of large numbers. 

If a coin is tossed it can fall only 
head or tail. Therefore, the normal ex- 
pected result is that it will fall heads 
half of the time it is tossed. If the coin 
is tossed twice it. may fall tails both 
times. If tossed five times it may fali 
tails four times. But if it is tossed one 
hundred thousand times it will fall 
heads approximately fifty thousand 
times. If statistics show that one build- 
ing out of three thousand burns each 
year, that ratio may be taken as the 
normal expected result. If only one 
building is insured it is obvious that 
the insurer will have either no loss or a 
loss many times the premium. But if 
it insures fifteen thousand buildings its 
losses will approach the normal ex- 
pected losses. 


The law of large numbers means that 
the greater the number of insured ex- 
posures the closer the losses will ap- 
proach the normal anticipated losses. 
By proper spread of exposure we mean 
that the insurers must have a sufficient 
number of exposures to remove their 
undertaking from the realm of a pure 
gamble. 

The use of insurance by banks is so 
extensive that, working as a unit, a bank 
association can easily produce sufficient 
exposure to satisfy this requirement 
with respect to any type of insurance 
banks may require. 
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The absence of the usual obstacles 
gives the banks a tremendous advantage 
in negotiation with insurance organiza- 
tions for recognition of peculiar needs. 
Indeed the major problem is not one of 
obtaining the insurance to fit the need. 
Rather it is one of determining the need 
and reaching an agreement with respect 
to the desired relief. This is where co- 
ordination of effort and centralization 
of authority to negotiate become impor- 
tant. If the association can determine 
its needs, agree upon the result it wishes 
to accomplish, and empower some one 
to negotiate in behalf of all members, 
it should have little difficulty in procur- 
ing insurance to fit the need. 


Automatic Coverage 


If I have analyzed the needs of banks 
correctly, the major requirement at 
present is not new covers but combina- 
tions of existing covers which will auto- 
matically attach when the hazard is 
created. In the lines of insurance within 
the casualty field there seems to be no 
insuperable difficulty. The same is true, 
I think, of fidelity, marine and inland 
marine insurance. In the fire insurance 
field it is more difficult principally be- 
cause of limitation upon freedom of ac- 
tion imposed by statutory policy lan- 
guage. But it is safe to assume that if 
banks have a legitimate need ways can 
eventually be found to meet it. 

As an immediate objective in im- 
provement of insurance for banks, I sug- 
gest you seek automatic coverage. I 
mean by this insurance which will attach 
to the hazard when the hazard arises 
and without prior notice by the bank to 
its insurer. Such insurance should in- 
sure not only the interest of the bank 
but other proprietary interests. 


Summary 


In closing I would like to summar- 
ize the suggestions I have made: Study 
the needs of your bank. Adopt an in- 


surance program. Centralize adminis- 
tration. Take your unsolved or unsatis- 
factorily solved problems to your 
association. Codrdinate efforts of all 


members upon your common problems. 
Centralize authority to execute plans 
and to negotiate. Establish codperation 
with central organizations of insurance 
carriers. Take your problems to them. 
You will be surprised at the results of 
coéperation between our two _ institu- 
tions. 

Your business like ours rests upon 
the sanctity of the promise. We could 
not survive the destruction of mutual 
trust and mutual good faith in human 
relationships. In these dark days when 
nations are struggling for the right to 
exist against bestial forces which exalt 
the lie and the broken promise and 
which daily plumb new depths of in- 
famy, when everything worthwhile 
seems hanging in the balance, we are 
tempted to ask ourselves: “Why worry 
about the trivial problems of business?” 

We must not yield to that temptation. 
We must have faith that the things 
worthwhile will survive. We must be- 
lieve that from this holocaust will 
emerge a renewed and rededicated ap- 
preciation of all that is beautiful and 
magnificent in the confidence of man in 
man. We must carry on. 


‘Study the needs of your 
bank. Adopt an insurance pro- 
gram. Centralize administra- 
tion. Take your unsolved or 
unsatisfactorily solved problems 
to your association. Codrdinate 
efforts of all members upon your 
common problems. Centralize 
authority to execute plans and 
to negotiate. Establish codpera- 
tion with central organizations 
of insurance carriers. Take your 
problems to them,’’ advises Mr. 
Sawyer in this concluding por- 
tion of his recent address before 
the Massachusetts Bankers Asso- 
ciation convention. The first 
part of his address appeared in 
the July issue of THE BANK- 
ERS MAGAZINE. 
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IN 


WASHINGTON 


By Our 


WASHINGTON CORRESPONDENT 


ASHINGTON is a strange city 

these days. While the Adminis- 

tration seeks to cope with what it 
believes to be the imminent threat of 
war, a powerful segment of the New 
Deal is endeavoring to carry on the re- 
form movement. At first, this may ap- 
pear to be logical and proper, and per- 
haps it should be expected. But incon- 
sistencies begin to appear when it is 
recalled that practically all of the “re- 
forms” of the last seven and a half years 
have been publicly instigated for the 
purpose of raising the standard of liv- 
ing. The remainder of the “reforms” 
are designed to curtail the boundaries 
of business. 

Perhaps these aims could be the more 
easily justified in a comparatively nor- 
mal world. But that world appears 
gone, probably forever. The very real 
struggles ahead that Administration 
leaders admit, and the news from over- 
seas emphasize the coming fight to 
maintain a measure of national inde- 
pendence—a survival of some of the 
democratic forms. 

There seems to be no doubt now that 
the scale of living—of existence—has 
hit its highest average for some time to 
come. If the struggle to trade with a 
bankrupt world filled with nations set 
up as corporations is not enough, there 
are, in addition, the huge costs of main- 
taining defenses. If taxes are to be 
paid, now and in the future, there is 
going to be less for the luxuries and the 
extras which have been promised for 


everyone. In addition, there is every- 
where being preached here the need fer 
haste in preparing for the inevitable 
struggle to defend this nation. There 
must be speed, work, work and speed. 
Yet, with all of these overwhelming de- 
mands, the National Capital is over- 
burdened with many administrators and 
boards and rules and regulations, which 
still seek to enforce peace-time stand- 
ards when a national emergency crowds 
across the seas and threatens to engulf 
the nation. 


Wage-Hour Definitions 


While Congress was debating and 
passing bills providing more billions 
for the Army and the Navy, organized 
banking and associations representing 
the brokers and stock dealers, were 
pleading their cases before a Trial Ex- 
aminer of the Wage-Hour Division of 
the U. S. Department of Labor. Bankers 
and brokers were asking for changes in 
the definition of “executive, adminis- 
trative and professional,” in order that 
they could comply with the Fair Labor 
Standards Act without upsetting com- 
pletely the working hours and the lives 
of their employes. 

The American Bankers Association 
led out in the presentation of evidence 
for necessary changes. The testimony 
of eight bankers was supported by rep- 
resentatives of the Southern States In- 
dustrial Council, the New York Curb 


Exchange Partners Association and the 


128 THE BANKERS MAGAZINE for August, 1940 





Association of Stock Exchange Firms. 
Proposed changes in the regulation sub- 
mitted by the bankers carried the un- 
qualified endorsement of the industrial- 
ists and the brokers. 


It will be some little time before 
bankers will know if their pleas have 
been recognized. The attitude of the 
Trial Examiner and those associated 
with him, was not especially encourag- 
ing. Harold Stein, Assistant Director 
of the Hearings Division, asked a few 
questions which appeared significant. 
One had to do with earnings of banks, 
dividends paid, and the amount of over- 
time paid to employes as a result of the 
law. The other had to do with bank- 
ing hours. Mr. Stein wanted to know 
ii banks would stay open longer hours 
to serve the public if banking was given 
broader exemptions. The first question 
brought answers showing that, in the 
aggregate, very little had been paid out 
in overtime, because various devices, 
such as staggering the hours of work, 
had been adopted. On the second, the 
answers made fairly clear that banking 


hours in the larger cities would prob- 
ably be no longer. 

Organized banking made clear that 
while they appeared to ask considera- 
tion, it was still debatable that banks 


were actually “under the Act.” Mr. 
A. L. M. Wiggins, chairman of the Fed- 
eral Legislative Committee of the ABA, 
told the Examiner, “there has always 
been a great deal of confusion and mis- 
understanding on the part of bankers 
generally about this Act and about its 
applicability to bank employes.” 

Mr. Wiggins, himself a bank presi- 
dent, noted “that confusion has been 
added to, to a considerable extent, by 
conferences that individual bankers have 
had with members of Congress, with 
members of the original legislative com- 
mittee, many of whom have stated, with- 
out equivocation, that this Act was not 
intended to apply to salaried employes 
of banks or to bank employes at all.” 

Mr. J. H. Ballew, General Counsel of 
the Southern States Industrial Council, 
which has many banker members, said 
that “it is not entirely clear that an 
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establishment which is engaged neither 
in commerce, nor in the production of 
goods for commerce, can be definitely 
embraced in a regulation predicated 
upon the ‘commerce clause’ of the Con- 
stitution, simply because it is an ‘aid’ 
to commerce.” 

Changes in the present legal defini- 
tions for enforcement of the Wage-Hour 
law, as presented by organized banking 
and endorsed by the brokers and others, 
had to do with “executive” employes, 
“administrative,” and “professional.” 
Briefly, the ABA proposed sliding scales 
for the “executive” employe and an al- 
ternative based on salary qualification 
of $250 a month. As for “administra- 
tive” employes, one sought to redefine 
the word while an alternative included 
a sliding scale beginning at $200 a 
month for a city of a million or more, 
down to $80 a month in a town of 10,- 
000 or less. The third amendment pro- 
posed concerned the “professional” 
status, placing within that scope the sec- 
retarial assistant, the consultant, ad- 
viser, or executive assistants. 


Wage-Hour Act Inequities 


A few days after the conclusion of the 
hearings, the President took occasion 
to emphasize that Col. Philip Fleming, 
Wage-Hour Administrator, found no 
need of making changes in the Fair 
Labor Standards Act. He said that the 
law was working no hardship and had 
brought no particular complaints. In 
fact, both the Administrator and the 
President went so far in their defense 
of the Act that the suspicion immedi- 
ately arose that there was probably a 
good deal of concern over the perma- 
nency of the law as now drawn. 

The strange inequities of the present 
Wage-Hour Act were exemplified in a 
strike in the Capital which threw 6,000 
men out of work and stopped construc- 
tion of buildings needed to house some 
of the new defense units. The Admin- 
istrator had ruled that sand dredge 
workers were included under the Wage- 
Hour law while these dredgers claimed 
that they were seamen, hence exempt. 
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As seamen they could work longer hours 
and receive better pay for the longer 
hours. When they were brought within 
the scope of the new law, their hours 
were shortened and so was their pay, 
and they promptly struck. In order to 
get them back to work, the Wage-Hour 
Administrator had to rescind his ruling. 
Whatever may be the moral, it appears 
that labor is not unwilling to work more 
than 42 hours a week for suitable pay. 
Labor also appears to understand that 
employers are not able to pay time and 
a half for overtime. Perhaps, though, 
the Wage-Hour law may be thus adapted 
to the new demands. 

In so far as the bankers are con- 
cerned, the difficulties encountered in 
staggering the hours of tellers and book- 
keepers, while related in full by the 
bankers, together with the protests of 
their employes, seemed to have little ap- 
peal to the Trial Examiner. Judging 
from his questions, and private com- 
ments, it may be that he subscribes to 
the theory that earnings of employes 
should be spread and shared. And if 
it is necessary to cut bank earnings, that 
would be all right too! 


Pending Bills 


While politics has ruled the conversa- 
tion after daily speculations on the con- 
duct of the war in Europe and condi- 
tions in the West Indies, the Far East 
and South America, new tax bills are 
in process of writing. The Securities 
and Exchange Commission is expecting 
that the trust investment bill will be 
passed, promising that it will ease up 
the 20-day clause for the offering of new 
securities. 


Then there are pending bills such as 
would make changes in the bank assess- 
ment rate for insured institutions, while 
the perplexing Federal Home Bank Act 
amendments are still being held ready 
for early passage at the first oppor- 
tunity. Meanwhile the Wagner Study of 
Banking and Monetary Problems awaits 
the answers of the associations to which 
it was sent. Realistically, there seems 
to be little pressure to do anything much 
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in this field but to promise the “study.” 

Whatever may be settled by airplanes, 
tanks, submarines and battleships in 
Europe, it now seems likely that it will 
be foreign bank balances that will soon 
provide dilemmas for the Treasury De- 
partment. No one knows, but officials 
feel certain that one of these days the 
question is going to have to be faced 
on the millions of dollars “frozen” here 
in the accounts of France, Holland, Nor- 
way, the Baltic nations and others. And, 
if these accounts remain frozen, what is 
going to happen to American invest- 
ments in these lands? That answer is 
not written in any Administration book. 


© 


ARTIFICIAL PROSPERITY 


War brings with it an artificial type of 
prosperity. Unemployment vanishes, 
and the productive machine operates at 
a feverish capacity. If the authorities 
do not interfere, prices rise, and larze 
profits are gleaned. But along with this 
prosperity come maladjustments that 
eventually make the economic system 
pay dearly for it. The lavish diversion 
of labor, plants, and materials to the 
purposes of destruction brings about a 
disastrous reaction when peace comes. 

We can render a much greater service 
to the world by seeking to preserve upon 
the Western Hemisphere the free institu- 
tions which war has so ruthlessly de- 
stroyed elsewhere. When Europe has 
finished with this awful slaughter, the 
spiritual and material resources of the 
New World will be sadly needed. If 
along with the building of a defense ade- 
quate to protect our firesides, we turn 
our resources to coping with the very 
serious internal problems which con- 
front us, we shall have made a finer 
contribution to civilization than if we 
undertake to repeat the disillusioning 
experience of 1917 and 1918.—Dr. 
George Dowrie, Professor of Finance, 
Graduate School of Business, Stanford 
University, in an address before the re- 
cent Lithographers National Association 
convention. 
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ON THE 


WEST COAST 


By JOHN FARNHAM 


T the mid-year point both Western 
banking and industry seem to be 
marking time. Very little progress 

has been recorded since the first of the 
year, but at the same time little ground 
has been lost. Industrially, good news 
has been about balanced by bad with 
the result that the general picture re- 
mains as it was six months ago. Thus 
a pick-up in war stimulated industries 
has been off-set by poor prospects for 
the export of canned, dried and fresh 
fruits to Europe. Again, the prospect 
of increasing industrial employment as 
a result of national defense efforts is 
balanced by the prospect of a decline in 
public works undertakings. In general, 
as nearly as can be seen now, the broad 
statistical picture for 1940 will look like 
that for 1939. 

Against this background bank earn- 
ings, however, may show a slight decline 
this year as against 1939. Deposit lines 
have moved ahead steadily and most 
banks reported increases on June 30 
over last December 31 of from five to 
ten per cent, but loans have barely held 
their own. Thus, while overhead can 
be assumed to be increasing, earning 
power has probably leveled off with the 
corollary that net results may be ex- 
pected to shrink when the record for 
the full year is in. Of course, some 
banks will make outstanding showings 
this year, but this is a discussion of the 
general picture and not of specific 
cases. One effect of this indicated 
sluggishness in bank earning power is 
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likely to be the further expansion of 
the large branch systems, existing gen- 
erally throughout the 12th District. The 
record of the past few years has been 
that the large branch banks and _ the 
small unit banks have made a generally 
satisfactory earnings record, despite 
general banking results, while the 
medium sized banks have needed good 
conditions in order to make a fair 
showing. Why this should be so is not 
clear, but it seems to be and from it 
has come the tendency for banks in the 
medium bracket (the term medium 
being used in the relative sense) to 
merge into the larger systems as man- 
agements have apparently grown tired 
of fighting to hold up surplus and 
profits accounts. From this premise, it 
seems reasonable to expect that several 
of the branch systems will expand their 
activities during the coming months by 
absorbing medium sized banks in their 
respective territories. 


Political Picture 


As these notes are being written the 
Willkie-New Deal tussle is about to get 
underway and although most, if not all, 
Western bankers are ardently backing 
Mr. Willkie and are even beginning to 
predict that he will be the next Presi- 
dent, it looks, if you discount wishful 
thinking, as though the presidential 
election, so far as the Western states are 
concerned, would be a real contest. This 
is an improvement over 1936 when it 
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was obvious from the beginning of the 
campaign that the New Dealers would 
have difficulty in losing any state west 
of Denver. But still, in all candor, as 
of today, on the basis of electoral votes, 
it seems unlikely that Mr. Willkie can 
do much better than break even’ in the 
eleven Western states. In all, these 
eleven states have 65 votes in the Elec- 
toral College, of which California 
accounts for 22 and Washington for 8. 
Thus these two states about balance the 
other nine, which means that a candi- 
date would have to carry all of them, if 
he dropped California and Washington, 
in order to go East with a margin in his 
favor. Such a sweep is unlikely. In 
fact, barring a landslide, Willkie will 
probably break about even with the New 
Deal in these nine states and, in making 
up his first book, your correspondent 
gives Willkie Oregon, Idaho, Wyoming 
and Colorado for a total of 18 votes 
and the New Deal Montana, Nevada, 
New Mexico, Utah and Arizona for a 
total of 17. Washington is likely to 
follow along with Oregon into the 
Willkie camp, which would make the 
score 26 to 17 against the New Deal 
coming into California. Thus California 
is plainly the pivot in such an align- 
ment. Without it neither Willkie nor 
the New Deal can go East with a favor- 
able margin. But as of today California 
is in the New Deal column, and it will 
take a sweeping popular movement 
from the grassroots up to place it else- 
where. An all-out drive such as was 
generated against the Ham-and-Eggs- 
Thirty-Every-Thursday amendment in 
1939 would do the trick, but there is 
no indication yet that this will develop 
and without it the New Dealers can 
probably keep the state in the social 
workers’ fold. Thus, a full eleven state 
score looks like 39-26 for the New Deal. 


ABA Vice-Presidency 


Speaking of politics, but of a different 
kind, it begins to look as if Russell G. 
Smith, executive vice-president of the 
Bank of America, N. T. & S. A., would 
be the leading candidate for the second 
vice-presidency of the American Bank- 
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ers Association when the curtain is 
raised on the annual convention next 
September. Reports reaching Mr. 
Smith’s friends here indicate that he is 
rapidly winning support throughout 
the country. This tomes partly from 
the general recognition that in the score 
of years he has been identified with 
Ametican Bankers Association activi- 
ties he has done yeoman service for the 
organization and that for this, if no 
other reason, he is entitled to the honor 
of heading it. Also, it seems to be 
recognized that from the geographical 
standpoint, it is about time the far West 
was represented in the ABA high com- 
mand. It has been 20 years since an 
Association president has been drawn 
from the Coast. Beyond all this stands 
the example of the Bank of America, 
and thus of Mr. Smith, as perhaps the 
outstanding exponent of independent 
banking as opposed to Government 
banking in the country. With the pros- 
pect of increasing encroachment by 
Government on free banking in the 
future, because of the national defense 
hysterics, a man of such demonstrated 
independence as Mr. Smith should 
prove of inestimable value to the ABA 
membership it has been asserted in some 
of the same quarters which, for similar 
reasons, supported Orval Adams at 
New Orleans five years ago. 


Real Estate Mortgage Banking 


Looking back over the past ten years 
one of the least remarked and yet per- 
haps the most striking changes in 
Western finance has been the change in 
real estate mortgage banking. Because 
Western commercial banks are heavily 
loaded with savings funds, they have 
naturally also been large holders of 
mortgages and hence the shift in mort- 
gage lending is having a marked effect 
on banking. Broadly speaking, ten 
years ago home financing was done by 
the building and loan associations and 
business property and farm financing 
was done by the banks. The gross out- 
standings of these last two mortgage 
types has been steadily declining now 
for ten years. There has been almost 
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no commercial building in any of the 
Western cities, except for some relatively 
minor developments in Los Angeles. 
Apartment house and office building 
construction particularly has been at a 
stand-still. From this it has followed 
that there has been little, if any, bor- 
rowing on commercial structures in 
recent years while, at the same time, the 
outstandings as of 1930 have been 
steadily cut down as liens have been 
retired or scaled down through receiver- 
ships. Meanwhile, in the case of farm 
properties, the heavy deflation in the 
early ’30s forced wholesale foreclosures 
and as these properties were re-sold they 
were financed on a lower valuation and 
thus for smaller amounts than they had 
been before. Altogether from these two 
causes the debts outstanding on farm 
and business properties as of January 
1, 1930 have probably been cut in half, 
if aggregates are considered. 

But while these aggregates in the case 
of old loans have been dropping, their 
decrease has been balanced by the step- 
up in home construction, so that the 
total outstanding mortgage debt of a 
given community is probably about the 


same now as it was ten years ago. On 
its face this sounds usual enough. What 
makes it otherwise is that many of those 
actively engaged in taking mortgages 
on commercial and farm properties 
have not made a practice of lending on 
homes. From this it follows that 
whereas some mortgage bankers have 
been in a sense drying up, others who 
were not particularly identified with the 
business ten years ago have come for- 
ward. It would be invidious to name 
names in this connection and certainly 
it is too early to tell whether or not the 
bank building its mortgage position is 
wiser than the bank clearing out mort- 
gages. However, a study of banking 
statistics, coupled with an _ intimate 
knowledge of individual bank policies, 
indicates that for the last few years the 
banks which have been the most suc- 
cessful have been the ones active in the 
new field of home lending while the 
ones making a lesser degree of progress 
have been the ones liquidating their 
portfolios. Not only has this followed 
in the case of earnings, which would 
logically be expected, but has shown up 
in deposit increases as well. 


Eneourage Employe Initiative 


E must make sure that in the banking business we 
are encouraging freedom of action and freedom of 
thought from our employes, because it is only by 


such encouragement that we will tap the vitality and wisdom 
of our people in a manner that will insure constant prog- 
ress. We must never lose sight of the fact that the rank 
and file of our employes are the ones in the front line 
trenches, the ones who talk with the majority of our cus- 
tomers and prospects. They are the ones who know whether 
or not present bank policies are meeting with popular 
approval. They are the ones who know what the public 
wants and how and in what form we should give it to them. 
Their ideas on the improvement of banking services and 
equipment are invaluable—and last, but not least, upon 
their shoulders rests the ability to make or break the best 
public relations program ever conceived.—Ray 4. Ilg, Vice- 
President, The National Shawmut Bank, Boston, Mass. 
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Investment | 


a 
and Finanee 
Epitep By OSCAR LASDON 


Treasury Finance 


EGISLATION enacted during the 


profits of individuals, partnerships, 


past month authorized a $4,000,- 

000,000 increase in the Federal 
debt limit to $49,000,000,000. The 
exigencies of national defense, however 
may necessitate a further rise of $5,- 
000,000,000 by next year as it is be- 
lieved that the recently granted exten- 
sion will scarcely suffice to cover total 
outlays needed for the army, naval and 
air construction programs. 

While taxation will be increased to 
take care of enlarged Government ex- 
penditures, wide sales of Government 
securities are certain to occur. In this 
connection, it is not at all improbable 
that the near future may witness the 
introduction of a new type Treasury 
obligation, different in the respect that 
income received from this issue will be 
taxable. It is also deemed likely that 
practically all obligations issued will 
take the form of notes rather than bonds 
and that institutional investors, rather 
than the public, will form the backbone 
of demand. 

Attention has been called to the fact 
that Treasury notes “exempt as to prin- 
cipal and interest from all taxation now 
or hereinafter imposed by the United 
States, any State . . . except (a) estate 
and inheritance taxes and (b) all in- 
come, excess profits and war profits 
taxes now or hereinafter imposed by the 
United States, upon the income or 


associations or corporations” may lhe 
issued. At the hearings before the 
Senate Finance Committee dtring the 
current session of Congress, Secretary 
of the Treasury Morgenthau stated that 
he intended to make the new defense 
securities taxable. Mr. Morgenthau, 
when queried as to added interest costs, 
declared that any increase in rates 
would be slight. Government bond ex- 
perts point out that, under current mar- 
ket conditions, the tax exemption feature 
is only worth one-quarter of 1 per cent. 

Inasmuch as all the new bonds are 
expected to feature short maturities and 
relatively low interest rates, they will 
appeal chiefly to the banks; they offer 
no special inducement to the individual 
investor, in view of the high rate af- 
forded by United States Savings bonds 
which yield 2.90 per cent if held to the 
ten year maturity. It is interesting to 
note that while purchases of the latter 
obligations have been proceeding at a 
reduced rate lately, they are estimated 
at almost $1,150,000,000 for the fiscal 
year ended June 30, 1940, as compared 
with sales of $684,000,000 for the pre- 
ceding fiscal period. Redemptions in 
the 1939-40 period amounted to about 
$110,000,000, or approximately 10 per 
cent of the sales, which was somewhat 
above the amount redeemed during the 


1938-39 fiscal year. 
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As has already been stated, the major 
portion of these short-term defense 
obligations will probably find their 
place in the portfolios of our commer- 
cial banks. It is quite obvious, there- 
fore, that an expansion of deposits will 
result. Bank purchases of U. S. obli- 
gations place corresponding credits in 
Government deposit accounts. As the 
Government expends its funds in pur- 
chase of wartime equipment, these bal- 
ances are transferred to private ac- 
counts. The sum total of private de- 
posits is already at the highest level in 
banking history. 

This great expansion gives rise to 
speculation regarding the question of 
inflation. But in this connection, it 
may be noted that the tremendous de- 
posit increase of recent years has not 
as yet accounted for any rise in com- 
modity prices or any notable change in 
business conditions. Partial explana- 
tion is afforded by the low velocity in 
the turnover of bank deposits and it is 
not apparent that this situation will 
change during this fiscal year. It should 
he observed, however, that the produc- 
tive facilities of the nation are being 
placed in fuller use and that it is en- 
tirely possible that Federal authorities 
will recognize the necessity of increased 
caution as time passes. 


© 
SAVINGS BANK INVESTMENTS 


It has been officially announced that 
51 railroad obligations, in the amount 
of $1,283,157,000, have been added to 
the list of securities eligible for pur- 
chase by savings banks in New York 
State. In addition, 10 gas and electric 
company issues, aggregating over $200,- 
000,000, as well as obligations of 10 
municipalities, are now on the “legal 
list.” The above appear on a roster 
issued by the State Superintendent of 
Banking who, in accordance with the 
provisions of section 35 of the Banking 
Law, must annually specifiy those se- 
curities which in his opinion meet the 
standards governing investments by 
savings banks. 

The probable reinstatement of cer- 


tain rail bonds to the list was noted 
previously in this column. Great 
Northern obligations in the amount of 
$297,590,000, $313,842,000 of Northern 
Pacific issues and a total of $406,216,- 
800 Southern Pacific bonds have been 
added. These issues were eliminated a 
year ago when they failed to meet the 
modified earnings requirements of the 
statute which, under the so-called “rail- 
road moratorium,” provides that each 
carrier must cover its fixed charges five 
of the preceding six years, including the 
most recent year. 

Among the new public utility obliga- 
tions eligible for savings bank purchase 
are $95,000,000 Pennsylvania Power & 
Light 314s, 1969; $40,000,000 Public 
Service Company of Colorado 314s, 
1964; $30,000,000 Southern California 
Edison 344s, 1964; and $25,000,000 
Dayton Power & Light 3s, 1970. 

Total obligations now appearing on 
the list total approximately $2,400,000,- 
000 while all issues are estimated at 
$18,000,000,000. In point of number, 
254 railroad, 143 public utility and 566 
state and municipal (exclusive of New 
York State and its political sub- 
divisions) obligations are enumerated. 

It is important to note, as State Bank- 
ing Superintendent White points out, 
that “the trustees of savings banks are 
not, because of this list, relieved of the 
duty of making a careful investigation 
on their own part into the legality of 
their investments.” 


© 
EXCESS PROFITS TAXES 


Because we have to finance our pre- 
paredness outlays, it becomes necessary 
to levy additional taxes. As both exist- 
ing and new levies are entirely insuf- 
ficient, it is only natural that the im- 
position of taxes on profits accruing to 
industry as the result of our armament 
program should be sought. These are 
commonly referred to as excess profit 
taxes, although at the moment there 
appears to be some disagreement as to 
how excess profits are to be determined. 

One method of computation involves 
the allowance of a “fair” rate of return 
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on investment with special taxation on 
earnings in excess of that rate. This 
procedure necessitates the setting of a 
“normal” rate of return on investment. 
According to one authority, invested 
capital may be considered as including: 


(a) cash and market value of property 
of business when the enterprise 
was started 

(b) additions and betterments since 
that time 

(c) earnings reinvested in the business. 


Another method requires the adop- 
tion of a standard equivalent to the 
average per annum profit over a period 
of years, with special taxation of profits 
over that level. Both methods, it is 
apparent, necessitate a “normal” or 
“standard” base, in order to permit 
determination of excess profit. 

This country followed the second 
method, or average return policy, in the 
last war, and the nation’s railroads 
were operated under Federal control on 
such a basis. Canada, it may be noted, 
adopted the “average return” method 
after first trying out the “return on in- 
vestment” policy. However, it is en- 
tirely possible that corporations may 
be required to compute taxes on both 
bases, either predicated on earnings in 
relation to invested capital, or on an 
increase in earnings over average net 
income of a recent base period. They 
may then have to pay the highest tax 
resulting from either computation. 

One criticism of such revenue legisla- 
tion which has been voiced recently is 
that excess profits taxation, in the ab- 
sence of larger depreciation allowances, 
tends to weaken the financial incentive 
for business to expend all its efforts 
upon expansion of plant facilities for 
increased production; it thus discour- 
ages the enlargement of national de- 
fense industries. However, Congres- 
sional corrective action in this regard 
is believed certain. 

It is also contended that yields from 
excess profit taxation are relatively 
limited, but the merit of this argument 
hardly impresses in a situation where 
we must make every: penny count. 


STANDARD OF LIVING 


How will the European conflict affect 
the American standard of living? In 
view of our strenuous peace-time arma- 
ment program, will the average citizen 
be forced to forego his ordinary lux- 
uries? Will he eventually find himself 
in the position of British and German 
citizens who are forced to forego “butter 
for cannon”? 

An objective appraisal of the situa- 
tion reveals little cause for alarm. The 
resources and present productive facili- 
ties of the United States, aided by ever- 
increasing technical efficiency, iar sur- 
pass that of any other world power. 
These facilities have not as yet been 
fully utilized and it must also be real- 
ized that a large expansion of plant 
and equipment is in the making. 

Even a substantial diminution of for- 
eign trade should not greatly affect the 
American standard of living. While it 
must be admitted that a full interchange 
of imports and exports definitely con- 
tributes to our prosperity, such a loss 
can be remedied in time. 


© 
EASY MONEY 


Excess reserves of Federal Reserve 
member banks are well over $7,000,- 
000,000, commercial loans are still at a 
low level, and institutional investors 
are actively combing the market in 
an effort to fill out their portfolios. 

Such circumstances presage the suc- 


-cess of Government financing opera- 


tions. The July flotation, it may be 
noted, was an immediate success and 
this performance seems destined to be 
repeated with frequency. There is also 
being witnessed a resumption in high 
grade bond refundings. It is believed 
that public utility companies will 
shortly take advantage of present pro- 
pitious conditions to push forward 
financing programs; it is estimated that 
several hundred million dollars of new 
security issues are in the offing. 

The decline in interest rates during 
the past few years is also forcing some 
insurance companies to raise their rates 
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GENERAL MOTORS 


is engaged primarily in facilitating 
wholesale distribution and retail 
sales of the following products of 
General Motors Corporation and 
its world-wide affiliates: CADILLAC, 
LA SALLE, BUICK, OLDSMOBILE, 
PONTIAC, CHEVROLET automobiles; 
FRIGIDAIRE appliances for refrig- 
eration and air conditioning; 
DELCO lighting, power 
and heating equip- 
ment; GMC trucks; 
BEDFORD, VAUX- 
HALL and other 


ACCEPTANCE 


GENERAL 
MOTORS 


INSTALMENT 
PLAN 





CORPORATION 


foreign made automotive vehicles. 

The business consists of invest- 
ments in self-liquidating credits, 
widely diversified as to region 
and enterprise, capital employed 
being in excess of $80,000,000. 

In obtaining short term accom: 
modation, GMAC issues one stan- 
dard form of note. This obliga- 
tion it offers to banks 
and institutions, in 
convenient maturities 
and denominations at 
current discount rates. 


These NOTES are available, in limited amounts, upon. request. 


EXECUTIVE OFFICE NEW YORK ~- BRANCHES IN PRINCIPAL CITIES 


on both life and endowment policies. 
Companies are feeling the effects of 
their inability to secure high grade 
bond investments on a yield basis of 
3 per cent to maturity. Furthermore, 
the supply of new obligations has not 
kept pace with the demand. 


© 


STOCK MARKET 


It has been frequently claimed that 
the efficiency of our largest security 
market, The New York Stock Exchange, 
has been impaired in recent years. The 
Exchange, the monthly bulletin of that 
organization, lends support to the 
validity of that contention in its June 
number. In a study of ten prominent 
issues, it is revealed that there was a 
thinner market for these equities in the 
weakest fifteen days of 1939-1940 than 
in either 1936-1937 or 1933. For ex- 
ample, during the 1939-1940 period the 
sale of only 800 shares was necessary 
to cause a decline of a point in the price 
of the stock of the American Can Com- 
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pany. In contrast, 1,800 shares were 
needed to cause this decline in 1936- 
1937 while the. disposition of 4,200 
shares was necessary for similar per- 
formance in 1933. 

Although other factors have also un- 
doubtedly accounted for the increased 
sensitivity of the market, the bulletin 
points out that tighter regulations 
governing short-selling together with 
other restrictions on trading, which have 
increased since ‘the passage of the Se- 
curities & Exchange Act in 1934, were 
absent during years when the market 
showed better ability to withstand the 
impact of liquidation. 


- © 


BOND NOTES 


The Mid-Year Review of the Munici- 
pal Bond Market issued by Halsey 
Stuart & Company calls attention to the 
fact that the primary market for munici- 
pal obligations has continued to con- 
sist of institutional buyers—the insur- 
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ance companies, trust companies, banks 
and other aggregates of funds. 

It is pointed out that “Large indi- 
vidual buyers, through choice or the 
necessities of the tax situation, are of 
course also a contributing support to 
the municipal market, though the de- 
creasing volume of new capital in such 
hands resulting from our recently 
altered economy, makes them a less 
important factor than they otherwise 
might be. 

“Indicative of the importance of in- 
stitutional buyers as major supports of 
the municipal bond market, a recently 
prepared tabulation of a leading statis- 
tical organization shows the following 
holdings of state and municipal bonds 
as of December 31, 1939, of three im- 
portant factors in this field— 


Commercial banks 
Mutual savings banks 
Life insurance companies 


“This total of over six billions of 
state and municipal bonds represents 
about 30 per cent of the estimated total 
of all state and municipal bonds now 
outstanding. Suggestive of the recent 
trend of purchases among life insurance 
companies, an authoritative source re- 
veals that state, county and municipal 
bonds comprised 8.1 per cent of all new 
investments made by these companies 
during the first six months of this year, 
and the total volume of these purchases 
aggregated $102,504,129.” 

With regard to maturity preferences, 
the review states that “the eager demand 
for short-term maturities which has 
characterized the bond market for 
several years continued throughout the 
period under review. Maturities up to 
five years were quickly absorbed by 
commercial banks and large corpora- 
tions seeking to keep themselves in 
highly liquid condition. Five to ten- 
year maturities were actively in demand, 
though longer term issues, except in 
the category of the highest types of 
credit, have been slower to move.” 
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COMMERCIAL LOANS 


If one were to judge by government 
efforts to increase lending facilities out- 
side the commercial banking system, it 
might naturally be assumed that busi- 
ness banks have evidenced little desire 
to lend. However, the sharp decline 
in the volume of commercial loans can- 
not be attributed to any willful policy 
on the part of the banks. This down- 
trend in business loans has been the 
subject of extensive study by Professor 
Pearson Hunt of Harvard University, 
who, in a bulletin issued by the Harvard 
Bureau of Business Research, lists the 
following causes for the attrition of 
commercial loan volume: 


1. Fundamental changes in methods 


Total of State Percentage of 
and all 
Municipal Holdings Bonds Held 
$3,693,000,000 16.9 

643,000,000 12.5 
1,707,000,000 11.4 


$6,043,000,000 14.4 


of financing business, particularly by 
the larger industrial organizations. 


2. Increasing economy in the use of 
working capital through more skillful 
management, particularly of inven- 
tories. 


3. Reinvestment of business profits. 


4. Retention of funds secured through 
the sale of securities in excess of the 
volume of securities retired. 


Professor Pearson makes a thorough 
examination of business ratios such as 
net worth to debt, net worth to fixed 
assets, and notes payable to total assets. 
As a result of this investigation, he con- 
cludes that “this evidence all points to 
the truth of the general contention that 
businesses have reduced bank loans by 
reinvestment of earnings and sale of 
long-term bonds or stocks. It appears 
certain that a significant part of the 
decline in bank loans for commercial 
purposes is due to business policies 
which have emphasized the retirement 
of short-term debt.” 
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e 
Cleveland 
Crust Company 


Banking Offices located throughout Greater Cleveland and nearby 
CONDENSED STATEMENT OF CONDITION, JUNE 29, 1940 


ASSETS 

Cash on Hand and in Banks .... - - $ 157,774,153.91 
United States Government obligations, direct 

and guaranteed, less Amortization Reserve . 98,756,772.51 
State, Municipal and Other Bonds and Invest- 

ments, including Stock in Federal Reserve 

Bank, less Reserves . . ... ; 9,250,133.40 
Loans, Discounts and Advances, less See ' 139,690,568.44 
Banking Premises (including investments and other 

assets indirectly — bank — less 

Reserves ... ‘ 6,356,088.11 
Other Real Estate iain’ investments - ania 

assets indirectly representing other real estate) less 

DRS 2. en eb Se Se ce ee Se 6,361,201.99 
Other Resources .. . ‘ 1,865,515.90 


Customers’ aeiy on Acceptances Executed 
by this Bank. 


243,708.80 


Total a ome ek le 


LIABILITIES 


Capital Notes .. - « $ 13,300,000.00 
(Subordinated to Deposits and 
Other Liabilities) 


Capital Stock. . . Sie sie 13,800,000.00 
Surplus and Undivided Profits 5,503,343.71 
Reserve for Contingencies . 422,776.63 


Retirement Fund for Capital 

Notes and Accrued Interest 

to August 1,1940.... 498,953.45 33,525,073.79 
DEPOSITS 
Demand. . ..... + $ 180,661,217.01 
MMI 6 le (6 > a) ar. cae 178,350,524.48 
Estates Trust aang 

(Preferred) . ait 17,457,918.64 
Corporate Trust Department 

(Preferred) . . ote S 5,439,093.81 381,908,753.94 
Accrued Taxes, Interest, etc. . . ... ‘ 1,874,940.26 
Other Liabilities . . . : — 2,745,666.27 
Acceptances Executed for Cantons ai Sahu ee 243,708.80 

(eC 
United States Government Obligations and other assets carried at $18,856,485.66, 


are pledged to secure public funds and trust deposits and for other purposes as 
required or permitted by law. 


MEMBER FEDERAL RESERVE SYSTEM 
Member Federal Deposit Insurance Corporation 
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LOOKING BACK 


Selections from the Banking, Financial 
and Economic Thought of the Past 
Which Apply to Today’s Problems. 


Epirep sy KEITH F. WARREN 


90 YEARS AGO 


The Bankers Magazine 


Money Market 


We have to remark continued ease in 
the money circles of the Atlantic cities. 
Wall Street and State Street furnish 
abundant means for the business com- 
munity in its legitimate transactions. 
There is observable, as has been the 
case for two years past, a marked dif- 
ference in the rates of money at New 
York and Boston. The former may be 
said to have more meaus than the latter, 
when the business of the two cities is 
compared. New York has more floating 
capital, awaiting permanent or tem- 
porary investments, and, as the grand 
commercial and financial centre of the 
Union, it is the depository in part of 
every State and of every city in the 
country. Probably six hundred banks, 


August, 1850 


throughout the various States, maintain 
liberal balances at New York. These 
balances range from five thousand to 
one hundred thousand dollars each, 
forming an aggregate of about seven- 
teen millions of dollars, according to 
the official returns. There is nearly as 
large a sum also in the aggregate due 
by the New York city banks, directly or 
indirectly, to remote depositors, mostly 
brokers and private bankers. Thus 
one-half of the thirty-five millions held 
as individual deposits may be said to 
belong to non-residents, remitted di- 
rectly by the parties as funds against 
which to draw; or remitted to corre- 
spondents at New York for a similar 
purpose, deposited by them, and thus 
held to meet the drafts or orders of their 
correspondents. 


50 YEARS AGO 


The Bankers Magazine 


Currency and Population 


The speech of Senator Jones on the 
silver question was a noteworthy pro- 
duction, for he is one of the few sena- 
tors who think and study. We regret 
that there is not a larger number of 
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senators of whom the same thing can 
be said. 

Some statements, however, appear in 
his speech, which, we think may be 
fairly questioned. His principal con- 
tention is that a larger amount of 
money is needed, therefore the quantity 





of silver devoted to a monetary use 
ought to be increased. He contends that 
the quantity should increase at least in 
the ratio of population, and that this 
of late years has not been the case. He 
contends that the depression in business 
is due to a shrinkage in the volume of 
money relatively to population and 
business. One of the proofs adduced 
by him is the decrease in the rate of 
interest on first-class securities. The 
fact, of course, is unquestioned, but we 
are by no means sure that the decrease 
is due to a scarcity of money. If his 
contention be true, that the decrease in 
the rate of interest on first-class securi- 
ties is proof that gold is becoming 
scarce, is not the reverse of this equally 
true, that the increase in the interest 
rate on other than first-class securities 
is a proof that gold is declining in 
value? It seems to us that one argu- 


ment is just as sound, or unsound, 
whichever way one chooses to put it, as 
the other. Senator Jones would doubt- 
less say that the increase in the rates 
of interest on other than first-class se- 
curities is occasioned by the larger risk 
taken by the lenders of money. If, how- 
ever, this be true, is not the argument 
equally strong that the reason why the 
takers of first-class securities are will- 
ing to lend at a lower rate, is because 
the risk is so slight? In other language, 
the rates of interest are low on first- 
class securities because the demand for 
them is very great, while the rate is 
high on other securities because the de- 
mand for them is less. This, we believe, 
is the true explanation of the rates of 
interest on securities. If so, Senator 
Jones must look to other sources rather 
than to the interest rates of securities 
for proof of his assertion. 


25 YEARS AGO 


The Bankers Magazine 


Post-Bellum Financial Problems 


For the time being the financial prob- 
lems arising out of the war, so far as 
they affect this country, are causing 
little concern, and attention is now turn- 
ing to after-war finance. The demand 
upon this country for food and war 
supplies, the falling off in American 
foreign travel, the diminution of im- 
ports—these and other factors have 
tended to strengthen our immediate 
financial position. But the future will 
have some interesting problems. In a 
recent address before the Academy of 
Political and Social Science at Phila- 
delphia, Mr. Alexander J. Hemphill, 
chairman of the board of the Guaranty 
Trust Company, New York, interest- 
ingly discussed some of them. From 
his address we quote: 

“The conclusion of the war will 
create new conditions and the greatest 
demand will then be made upon our 
financial America. The destruction and 
wastage of capital occasioned by the 
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war has been estimated on the basis of 
a year’s duration at $40,000,000,000; 
and while it may not be necessary to 
restore all of this at once, yet from 
present indications the demand on us 
will be enormous. First, there will be 
the call on our merchants to furnish 
materials in connection with the re- 
habilitation or rebuilding of the de- 
vasted country and, secondly, we will 
have to give credit either through 
making direct loans or through the re- 
purchase of American securities held 
abroad. From present indications the 
foreign investors will part from our 
securities slowly and will be tempted to 
liquidate only at high prices. 

“There is no doubt that should we 
continue to practice economies and fol- 
low the sound business methods which 
we have recently pursued, we will not 
only have abundant resources for our 
prosperous business but also be able to 
take care of the reasonable demands of 
other nations.” 


THE BANKERS MAGAZINE for August, 1940 





Financial 
Situation 


HE military situation abroad is now 
of-far greater importance than the 
financial situation. At mid-July, 
the struggle in Europe, with Germany 
and Italy on one side and Great Britain 
on the other, was daily growing more 
intense, with the decision yet being post- 
poned. In fact, unless Germany suc- 
ceeds in making a speedy conquest of 
Great Britain, there exists a possibility 
that the conflict may go on almost in- 
definitely. This possibility was referred 
to in a speech made by the British 
Prime Minister on July 14, when he 
mentioned the continuation of the war 
into 1941 and 1942, with its possible 
spread to many parts of the world. 
Russia and Germany have both ex- 
tended their control over the Balkan 
States. In France a totalitarian regime 
has been set up in the effort to placate 
the German conquerors. “The Chinese 
incident” has not as yet been termi- 


Abroad.. 


A Monthly Survey 


nated, but some evidence exists as to a 
disposition on the part of Great Britain 
to adjust some of the difficulties arising 
with Japan over the Far Eastern 
situation. 


In Havana, Cuba, a meeting of rep- 
resentatives of the twenty-one American 
republics is deliberating on a policy to 
be followed in reference to European 
possessions in Central and South 
America, should an attempt be made to 
transfer these possessions from the 
countries in Europe now holding them. 


Sent 


GREAT BRITAIN 


COMMENTING on the recent sharp up- 
turn in national expenditure, The Econ- 
omist (London) says: 


The Supply Services, whose total costs 
during April and May averaged only just 
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over £40 millions, spent £60 millions in each 
of the first two weeks of June. As rev- 
enue is now seasonally small—from £10 mil- 
lions to £15 millions per week—the deficit 
is rising at the rate of around £50 millions 
per week. Fortunately, receipts from the 
savings drive have spurted sharply, the total 
for the second week of June being over £11 
millions, but the Treasury bill issue is still 
expanding at the rate of £40 millions per 
week. The Floating Debt had risen to 
£1,636 millions by mid-June, some £130 mil- 
lions beyond the figure reached before the 
launching of the first War Loan. The Treas- 
ury tender issue at £740 millions is nomi- 
nally £31 millions lower than in mid-March, 
but, in fact, the quantity of bills held by 
the market and the banks is probably much 
greater than at that time. Many of the 
bills acquired by the authorities from the 
market for various reasons in the early 
months of the year have not been renewed 
upon maturity. Again, the fact that the 
bill portfolios of the clearing banks have 
recently increased at a much greater pace 
than the Treasury tender issue makes it 
clear that the clearing banks have also been 
absorbing substantial quantities of paper 
through the “tap.” In addition to provid- 
ing for the growing excess of expenditure 
over revenue, the authorities have also to 
meet the redemption of about £100 millions 
of dissented 43 per cent. Conversion Loan 
on July Ist next. A big funding operation 
in the near future is thus necessary if the 
Floating Debt is to be kept under control. 


Prices continue to advance, but the 
rate of increase is being kept down by 
procedures under the Prices of Goods 
Act, direct governmental purchases, and 
official control of many essential com- 
modities, especially foodstuffs. 


st 


THE ARGENTINE 


Unper date of June 24, the First Na- 
tional Bank of Boston received’ the fol- 
lowing report from its branch in Buenos 
Aires: 

Exports in May were valued at 
m$n 17,541,000 more than imports, 
bringing the export balance to date up 
to m$n 100,068.000 as compared with 
m$n 131,456,000 in the same period 
last year. 


m$n m$n 
May, 1940 May, 1939 
Bank clearings. .3,794,000,000 3,501,000,000 
Liabilities failures 5,087,000 4,555,000 


BANK 
ACCOUNTING 


AND 


AUDIT CONTROL 


By 


JAMES E. POTTS 


Auditor 
Tue First Nationat Bank oF Boston 
Boston, Mass. 


rd 


|= BOOK is a study of account- 
ing and audit control as applied 
to banking. It starts with a typical 
statement of a large bank. This is 
broken down into a more detailed 
list of accounts and each account 
is then traced back to the trans- 
actions which gave rise to it. In 
so doing the accounting procedure 
involved is studied and also the 
audit control factors which may 
be applicable in each case. 

The book is profusely illustrated 
with various forms used for audit 
control. It should be of value 
not only to the student of bank 
accounting but to comptrollers, 
auditors and bank executives in 
general as well as to public account- 
ants and bank examiners. 


Price $4 delivered 
iam | 
| 
| 


BANKERS PUBLISHING CO. 
465 Main Street, Cambridge, Mass. 


Please send me on approval a copy of 
“Bank Accounting and Audit Control’ by 
James E. Potts. At the end of 5 days I H 
will either remit $4 or return the book. 


Address 
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The Central Bank statement of June 
15, 1940, shows: 


Gold and exchange 1,398,485,200 
Rediscounts nil 
Treasury bonds 214,690,864 
Currency in circulation (z)... 1,403,973,908 
Deposits 570,483,930 
Reserve against currency 117.30% 
Reserve against combined cur- 


rency and deposits.......... 719:23% 


(z) Includes Government backed subsidiary 
coinage for m$n 211,783,658. : 

The present exchange value of the free 
paper peso is $0.21 U. S. 


—_ 


PHILIPPINE ISLANDS 


Towarp the close of June the recent 
downward trend of prices of leading 
articles of exports was halted and mod- 
erate gains were reported. 

For the first five months of 1940 
Philippine gold production was valued 
at about 31,461,000 pesos, an increase 
of 8 per cent over the same period 
last year. 


— 


JAPAN 


UncerTAINTY of business leaders over 
the future trend of international affairs 
and of domestic political developments 
had a depressing effect on stock market 
transactions during the week ended 
June 29, according to a radiogram from 
the Office of the American Commercial 
Attaché at Tokyo, under date of July 2. 
Average quotations of a selected group 
of shares dropped to the lowest level 
since the outbreak of the current Eu- 
ropean war. 


_— 


ITALY 


OFFICIAL control of prices appears not 
altogether effective in halting the gen- 
eral rise that has taken place. 

The first definite indication of the ex- 
tent to which expenditures for military 
preparedness have expanded was con- 
tained in a statement made by the Minis- 
ter of Finance on May 17, estimating 
that for the year ending June 30, 1940, 
governmental receipts would total 29,- 
740,000,000 lire, as against expendi- 


tures estimated at the enormous sum of 
56,140,000,000, a deficit being therefore 
foreseen of over 26,000,000,000 lire 
(equivalent to $1,500,000,000). Of the 
expenditures of 56,140,000,000 lire, 
“extraordinary” expenditures account 
for the major portion (35,975,000,000) . 
Total estimated expenditures (ordinary 
and extraordinary combined) amount to 
much more than double those finally 
reperted for 1938-39 (27,576,000,000 
lire). 

This deficit of over 26,000,000,000 
lire far exceeds that for any other year 
during the last five-year period, al- 
though each year of this period (initi- 
ated by the Ethiopian War year, 1935- 
36) has registered a heavy deficit, the 
largest previous one during the period 
having been 16,230,000,000 lire in 
1936-37. Cumulative deficits for the 
five years have amounted to 78,768.- 
000,000 lire, compared with 16,327.- 
000,000 for the five years ended with 
1934-35. 


-_ 


HAWAII 


CONSTRUCTION in the city and county 
of Honolulu for the first half of the 
year reached a total value of $5,524,- 
470, compared with $5,339,180 in the 
corresponding period of 1938. Hono- 
lulu bank clearings for the six-month 
period this year totaled $213,478,900. 

Final figures of the Federal Census 
place the population of the Territory 
at 422,970, representing an increase of 
13 per cent during the past ten years. 

The census returns gave the number 
of farms in Hawaii as 5,005, including 
truck, dairy, and poultry farms. 


© 


Our program for banking must be ex- 
perimental enough to meet the demands 
of the changing, swiftly rushing world, 
and broad enough to serve the needs of 
every community. But it must always 
remain consistent with sound princi- 
ples and business integrity.—A. L. Rog- 
ers, President, Mississippi Bankers As- 
sociation. 
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Current Conditions in Canada 


HE expected acceleration of busi- 

ness as a result of heavy war ex- 

penditures by the Canadian and 
British Governments is being realized 
throughout Canada, reports the Bank 
of Montreal in its Business Summary of 
July 24. The official index of indus- 
trial employment stood at 120.9 on 
June 1, compared with 114.3 on May 
1, and with 113.1 on June 1, 1939, 
according to the summary, and: 

“All types of construction, according 
to contracts recorded in June, amounted 
in value to more than $39,000,000, 
being 39.2 per cent greater than the 
May total and 55.1 per cent over the 
figure of June, 1939. It is the highest 
monthly total reported since November, 
1930. Contracts awarded during the 
first six months of the year represent 
an aggregate value 50.3 per cent greater 
than in the first six months of last year. 
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“Steel production in the first six 
months of this year was at the highest 
point in the history of the industry, 
being 65 per cent greater than in the 
first half of 1939 and 44 per cent above 
the total for the first six months of 
1938. The prospect for the second six 
months is good, having regard to the 
increasing scale upon which war mate- 
rials are being produced and the re- 
sultant demand for steel in its various 
forms. Production in the newsprint in- 
dustry rose again in June and at 315,343 
tons was at the fifth highest monthly 
level ever recorded. Shipments during 
the month exceeded those of June, 19239, 
by 45.7 per cent, the principal move- 
ment being to the United States, which 
took 253,390 tons, an increase of nearly 
80,000 tons. 

“The value of domestic products ex- 
ported in June amounted to $110,780,- 
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000, as compared with $76,367,000 in 
June, 1939, and the total for the first 
half of the year was $548,096,000, as 
compared with $403,534,000 in the 
same period of last year. 

“The yield of the federal revenues for 
June amounted to $43,648,818, a gain 
of nearly $12,000,000 over the figure 
for June, 1939, and the total revenues 
for the first quarter of the current fiscal 
year amounted to $221,660,895, as com- 
pared with $167,244,364, a gain of 
$54,500,000. In June expenditures 
totalled $73,340,534 (of which $39,- 
772,220 was allocated to the war 
program) as compared with a total of 
$48,972,941 in June, 1939, and total 
expenditures for the first quarter 
totalled $176,041,415, as compared with 
$128,190,637. 

“The latest statement of the char- 
tered banks as at the end of May 
showed current loans at $1,107,400,000, 
a decrease of $18,100,000 as compared 
with April, but a gain of $88,900,000 
as compared with May, 1939. Bank 
debits to individual accounts in June 
amounted to $2,681.000.000, as com- 
pared with $2,831,000,000 in June, 
1939.” 


Monthly Commercial Letter 
The Canadian Bank of Commerce 


Canadian industrial activity reached 
a new record level at mid-June, notwith- 
standing certain adverse influences 
which normally would have a depressing 
effect, reports The Canadian Bank of 
Commerce in its Monthly Commercial 
Letter for July. The report states: 

“Crop conditions in a large area of 
central and eastern Canada are none 
too favorable, while an analysis of 
domestic trade in civilian goods reveals 
an unbalanced situation which has been 
reflected in a lessened public demand 
for various kinds of merchandise and, 
in turn, in the slackening of several in- 
dustrial units not engaged on govern- 
ment orders. But the downturn in 
these units is over-balanced by intense 
activity in the heavy industries, as well 
as in others of a secondary character 
operating to meet the increasing re- 
quirements of the Dominion authorities, 


in the pulp and paper mills and in the 
construction trades, which now have 
more work in hand than in any corre- 
sponding season since 1931. 

“Certain industries which ordinarily 
slow down at this time of year are now 
assured of full time operations, and a 
number of new industrial plants will 
go into production. Contrary, there- 
fore, to the seasonal trend, industrial 
activity is on an ascending scale and 
new peaks may be expected to be 
reached during the summer. 

“Our index of industrial activity in 
terms of 1937 rose from 112 in mid- 
May to 115 in mid-June, a level 25 per 
cent above that of June, 1939. The 
percentage of factory capacity utilized 
rose simultaneously from 88 (revised) 
to 90 per cent. 

“All major categories of foodstuffs, 
including flour and prepared cereals, 
canned foods and meats, showed in- 
creased output. The clothing and tex- 
tile industries recorded seasonal de- 
clines, especially. in women’s clothing 
and knitted goods; the footwear indus- 
try continued also to decline. 

“Among the paper group, the output 
of pulp, newsprint and wall board in- 
creased, but miscellaneous paper indus- 
tries registered a moderate decline. The 
greater activity of sawmills more than 
offset a slight recession in furniture and 
some other woodworking industries. 

“The automotive trades as a whole 
showed little change, but the major iron 
and steel groups all recorded advances, 
with the exception of primary products. 
The increase in the other heavy indus- 
tries, such as bridge and _ structural 
steel, was marked, with lesser increases 
in shipbuilding and the production of 
railway rolling stock. The medium 
group (boilers, engines, castings and 
forgings) and light grouv (hardware, 
tools and wire goods) also advanced. 
Primary treatment of non-ferrous metals 
and the production of electrical appara- 
tus and supplies accounted for a con- 
siderable increase in the non-ferrous 
metal group. Among the minor cate- 
gories the most notable changes were 
an increase in the output of paints and 
a continued recession in that of leather.” 
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Replace Lest Madics— 


Finance European 
Immigration To Canada 


NE apparently inevitable result of 
the war will be the loss of a large 
proportion of the export trade of 

the United States. This will fall with 
drastic effect upon certain sections of 
production which are largely geared to 
export trade, such as cotton and to- 
bacco. These have already suffered 
from the temporary restrictions and em- 
bargoes made necessary by the war, but 
if such obstacles were to become perma- 
nent the problems of all the export 
trades would become insensitive to pal- 
liatives and would require drastic and 
basic measures. 

If we go behind a loss of markets, 
we must of necessity realize that it in- 
herently represents a loss of consuming 
people. The approach to our problem 
then becomes more clearly defined and 
may be expressed by the question: “Can 
we replace these consuming people by 
other consumers?” 

Perhaps some alleviation may come 
by way of raising the standard of con- 
sumption of the existing population, 
but the financial problems of war will, 
for a considerable time to come, make 
the maintenance of existing standards 
a difficult enough task. Attempts can 
be made to exploit uncontrolled export 
markets, but the politico-economic trad- 
ing methods of impoverished powers 
will be a difficult form of competition to 
meet in such markets. 

We are forced back on the simplest 
solution to the problem of acquiring 
new consumers—namely, by immigra- 
tion. Yet here we encounter the diffi- 
culty of securing political support for 
the opening of the gates to individuals 


By J. V. Walters 


from abroad while there exists a large 
degree of unemployment among the 
existing population. Perhaps this is 
largely due to a general failure to appre- 
ciate the economic advantage peculiar 
to a gain in population by way of im- 
migration as compared with a gain by 
natural increase. This advantage makes 
itself felt particularly in its impact on 
the capital industries. 

If the political difficulties in the way 
of resumption of immigration into the 
United States are insuperable, there is 
still an alternative way of securing the 
same benefits in a modified form by 
what one might call vicarious immigra- 
tion. By this is meant the encourage- 
ment of immigration into an_ under- 
populated bordering country with which 
close and friendly economic and politi- 
cal relations are maintained. In prac- 
tical terms, this obviously means 
Canada. In the same practical terms, 
encouragement connotes the financial 
support of such immigration out of the 
excessive gold holdings of the United 


In the accompanying article 
the author suggests United 
States financing of European 
immigration to Canada as one 
means of replacing lost U. S. 
export markets. 

Mr. Walters, a Canadian 
banker, is a Certified Associate 
of the Institute of Bankers, Lon- 
don, England, and an Associate 
of the Chartered Institute of 
Secretaries. 
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States in the double hope of rebuilding 
lost markets close to home and of les- 
sening international tension by redis- 
tributing a portion of the world’s gold 
supplies. 

The effect thus achieved, in so far as 
the financial restoration of Europe is 
concerned, is much the same as that 
which would follow the purchase of 
goods from Europe, except that the 
permanent benefit of potential consum- 
ers instead of the transient benefit of 
goods is being imported into the natural 
selling area of the United States. Hand 
in hand with the financing of immigra- 
tion goes a definite campaign of invest- 
ment designed to develop the natural 
and industrial resources of Canada to 
provide employment for the new arri- 
vals and create a market for the heavy 
capital goods and specialized products 
of the United States. In the. conditions 
which are likely to exist after the war, 
the conclusion of an agreement between 
the United States and Canadian govern- 
ments for the carrying into effect of 
principles enunciated above should be 
by no means beyond the bounds of 
practicality. 

On the assumption that a scheme on 
such lines may go a long way towards 
meeting some of the probable post-war 
conditions, it remains to consider some 
of its aspects in greater detail. 

With agricultural surpluses, which 
face inelastic markets in which price 
adjustments do not affect consumption, 
constituting a feature of both the United 
States and Canadian economies, there is 
a strong pressure tending to make the 
industrial field the logical one for the 
employment of immigrants. This has 
the collateral advantages of according 
with the young and relatively unde- 
veloped status of Canada and the neces- 
sity for employing in industrial develop- 
ment the capital goods industries of the 
United States, which represent the stub- 
born core of the unemployment 
problem. 

A condition of immigration for such 
purposes jis that it shall consist of 
peoples who belong to the western 
democracies, suited to the North Ameri- 
can way of life and who are capable 
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by their industry and intelligence of 
attaining to the high standards of con- 
sumption customary on this continent. 
The logical sources of such peoples are 
Britain, Sweden, Norway, Denmark, 
Holland, Belgium and France. 

A study of the potential American 
export trade losses which might be ex- 
pected after the war would give a clue 
to the size and composition of immigra- 
tion if the losses were interpreted in 
terms of numbers and types of con- 
sumers represented thereby. 

A possible form which immigration 
assistance might take is the payment of 


passage money and a year’s subsistence 


allowance, preference being given to 
those with friends and relatives in 
Canada who would sponsor and house 
them. The passage money would xo 
directly to Europe, and part of the re- 
mainder would find its way indirectly 
to Europe. 

The collateral investment program to 
correlate industrial employment to the 
rate of immigration, while to be under- 
taken at the instance of the Government, 
would probably be best left in the hands 
of private enterprise which would take 
the risks and receive the rewards. An 
obvious and promising start might he 
well made by very large schemes of re- 
housing which could utilize new and 
revolutionary methods of low cost con- 
struction which have not yet been taken 
down from industry’s shelf of pending 
developments. 

The scale of schemes of immigration 
and development is dependent upon a 
close analysis of needs and maximum 
rate of absorption under the conditions 
outlined. Nevertheless it seems quite 
possible that a scheme envisaging an 
annual inflow of 1,000,000 persons per 
year would represent the maximum 
which could be handled. 

Certain it is that the fear of air war- 
fare and the economic pressure of post- 
war conditions in Europe will create the 
impetus for one of the largest migra- 
tions in history. If humanity and self- 
interest can be happily joined in the 
relief of so much misery, a large step 
will have been taken towards the re- 
construction of the world. 
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BOOKS for 
BANKERS 


Brief Reviews 


CeNTRAL BANKING IN THE BritisH Do- 
minions. By A. F. W. Plumptre. 
Toronto, Canada: The University of 
Toronto Press. 1940. Pp. 462. 
$4.00. 


As the author, who is assistant professor 
of political economy in the University 
of Toronto, explains in his preface, this 
book differs from others on central 
banking “partly in its introduction of 
theoretical material at certain points; 
material which, while following fami- 
liar lines, may have some novelty in 
regard to the behavior of exchange 
rates and the processes of business 
movements in the Dominions. But the 
chief difference lies in the emphasis 
which this book lays on the heredity 
and environment of the banks. An in- 
stitutional and historical study of their 
environment, the local capital markets, 
suggests that the establishment of the 
banks marked a milestone in the grow- 
ing independence of the Dominions, in 
their emergence from colonial to Do- 
minion status in matters of finance. A 
study of the heredity of the central 
banks emphasizes the importance of 
imperialist forces, working chiefly from 
London, and of nationalist forces work- 
ing within the countries. It also em- 
phasizes the political nature of central 
banking, placing it among the modern 
methods of state control.” 

Chapters include: The capital mar- 
ket and the Reserve Bank of South 
Africa; the capital market and the Com- 
monwealth Bank of Australia; the capi- 
tal market and the Reserve Bank of 
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New Zealand; the capital market and 
the Bank of Canada; the central banks 
in their capital markets; influences at 
home; English influence and imperial 
codperation; the influence of interest 
rates and credit policies; open market 
operations; legal minimum reserves, 
fixed and variable; bank rate—central 
bank lending and rediscounting; foreign 
exchange rates and international pay- 
ments; cyclical movements with fixed 
exchanges; recent behavior of interna- 
tional payments and exchange rates in 
South Africa and Canada; objects and 
operations; the author’s conclusions, 
etc. 


UNDERSTANDING AMERICAN Business. By 
Humphrey B. Neill and Howard M. 
Cool. New York: The Macmillan 
Company. 1940. Pp. 448. $2.50. 


Givinc a view of the entire field of 
business, and of the different sorts of 
opportunity which business has to offer, 
this book should be helpful to young 
people in deciding upon a vocation and 
of interest to business and professional 
men because of the clear picture it pre- 
sents. 

Of especial interest from the banker’s 
standpoint are five chapters devoted to 
banking and credit. These include: 
“Neither a borrower nor a lender be”— 
but business must be both; long-term 
credit essential in business; consumer 
credit; the business of banking; check 
clearings, savings, and trusts. These 
chapters give a most interesting and 
helpful outline of banking and credit 
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procedure, and should be of value in 
public education. 

Other phases of business covered in- 
clude: Early beginnings of American 
business and -the forces which speeded 
its growth; profits, the dynamo of busi- 
ness; whether to incorporate or not; the 
two producers—money and workers; 
corporation finance—stocks and bonds; 
who owns American business? ; the New 
York Stock Exchange; insuring against 
death and risks; business organization; 
manufacturing the wants and wealth of 
America; distributing the products of 
industry and agriculture; the man in 
the middle—the wholesaler or jobber; 
at the point of sale; the function of ad- 
vertising; entertaining and serving the 
public and business; transportation and 
communication; shelter, food, and cloth- 
ing—primary consumers’ goods; _busi- 
ness goes to the farm; etc. 


War PROPAGANDA AND THE UNITED 
States. By Harold Lavine and 
James Wechsler. New Haven, Conn.: 
Yale University Press. 1940. Pp. 
363. $2.75. 


UNLIKE many books written to expose 
propaganda methods utilized during the 
last war, this volume shows what propa- 
gandists are doing in the present war 
to influence the United States in favor 
of their separate causes. The Institute 
of Propaganda Analysis, under whose 
auspices this book was published, has 
been working steadily to dissect the new 
propaganda, show how it works, to 
what aims it is being directed, and, if 
possible, to prevent the American 
people from again succumbing to over- 
simplifications and distortions of the 
truth. 

This book gives facts and names in 
its demonstrations of what has been 
happening and analyzes the forces in 
American life and the elements in Amer- 
ican thinking which are competing for 
mastery of the country’s foreign policy. 
It describes the war correspondent’s 
part in propaganda, the part of British 
lecturers, German postcards, the social 
functions, luncheons, books, pamphlets, 
radio talks, and the many other sources 
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of influence operating in America today. 

Chapters include: They do not lie 
in vain; the greatest neutral; “the 
British are coming!”; inside the word 
factories; England expects; expedi- 
tionary force; Germany hopes; modern 
improvements; Finland vs. Russia; mid- 
stream; etc. 


DEFENSE FOR AMERICA. 
William Allen White. 
The Macmillan Company. 
XX-205. $1.00. 


FourRTEEN distinguished and representa- 
tive Americans tell us, in this book, 
what we must do to safeguard our way 
of life in the present crisis and to pro- 
tect ourselves from the catastrophe 
which has overwhelmed Europe. Al- 
though writing from independent points 
of view, they express a remarkalile 
unanimity of opinion as to the role 
America must play and that role is a 
practical and definite one. 

Included are the views of: Quin y 
Wright, Charles Seymour, Barry Binz- 
ham, Henry Sloane Coffin, Grenville 
Clark, James Bryant Conant, Mrs. 
Dwight Morrow, Rt. Rev. Mgr. John A. 
Ryan, Frank P. Graham, George Creel, 
Chester Harvey Rowell, Lewis Williams 
Douglas, Rabbi Stephen S. Wise, and 
Rupert Hughes. The book concludes 
with an estimate of the situation by 
President Roosevelt as reprinted from 
his public addresses. 


Edited by 
New York: 
1940. Pp. 


CHEMISTRY IN WarRFARE. By F. A. 
Hessel, Wellford Martin, and M. S. 
Hessel. New York: Hastings House. 
1940. Pp. 164. $2. 


EXPLAINING the practical ways in which 
chemists protect and sustain both fight- 
ing forces and civilians in a national 
emergency, this book helps the reader 
to understand the tremendously impor- 
tant part chemistry plays in modern 
warfare. 

Included are clear and concise an- 
swers to such questions as: By what 
methods can cities be sprayed with gas, 
and how can they be purified? What 
makes a gas mask effective? How are 
smoke screens made? How much oil 
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does Germany need to wage “total 
war’? What makes a shell burst and a 
bomb explode? Has the United States 
access to sufficient raw materials in case 
of war? 

Written by a consulting chemist, an 
ex-army officer, and a writer of non- 
technical articles, this book is both 
timely and illuminative. 


RounD THE WorLD IN INDUsTRY. By 
Gerald Collins. New York: Chemi- 
cal Publishing Co., Inc. 1940. Pp. 
180. $2. 


Ixy an attempt to introduce many im- 
portant industries and workers, the 
author escorts the reader on an indus- 
trial trip around the world. Chapter 
visits are made to: The world’s proudest 
train; hunting for seals; the big ships 
they build in Britain; cattle raising and 
“bronco busting”; risking his life under 
the sea; the man behind the pictures; 
lite of a test pilot; prospecting for the 
geeat god gold; the watch on the world’s 
biggest port; black diamonds from the 
pits; the life of the lumberjacks; 
“hidden hand” behind the motorcar; 


drilling for oil; stunting for the films; 
“ropes” that link the nations; these 
men are human moles. 


PROCEEDINGS OF THE CONFERENCES ON 
Bonp PortFoLios, 1940. New York: 
New York State Bankers Association. 
1940. Pp. 94. $1.25. 


Tus is the record of the proceedings 
of the Bond Portfolio Conferences held 
under the auspices of the Committee on 
Bond Portfolios of the New York State 
Bankers Association during January, 
February and March, 1940. 

The proceedings are divided into five 
sections: Bank portfolio management; 
U. S. Government and other high-grade 
bonds as bank investments; the banks’ 
problem of sub-standard bonds; a prac- 
tical approach to bond analysis and 
the money market. 

The following speakers presented 
material on the various topics of dis- 
cussion at one or more of the meetings: 
E. Sherman Adams, H. S. Aldrich, 
Henry Bodwell, William Clark, Robert 
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Always a sound 
investment LEARNING 
ANOTHER LANGUAGE 


The Berlitz Method, starting with con- 
versation from your first lesson, gives 
you a working knowledge of your new 
language in the shortest possible time. 
You learn to speak, read and write like 
a native. 


Commercial courses for advanced stu- 
dents. Private or class instruction. Day 
or evening. Native teachers. Send for 
catalog. 


Free Demonstration Lesson 


BERLIT SCHOOL OF 


LANGUAGES 
International Bld 


630 Fifth Ave. 

» Rockefeller Center 
66 Court Street 
Baltimore Life Building 
30 North Michigan Avenue 
Leader Building 

David Whitney Building 
226 S. 15th Street 
Grant Building 

1115 Connecticut Avenue 


CLEVELAND... 
Detroit 
PHILADELPHIA 
PITTSBURGH 
WASHINGTON 


H. Craft, Stephen M. Foster, Robert L. 
Garner, J. L. Kolb, Aubrey G. Lanston, 
Adrian M. Massie, Joseph Morris, Dr. 
Marcus Nadler, R.. Dana Skinner, 
Donald Woodward, and James W. 
Wooster, Jr. 


Money AND BANKING, 1930-40; Vol. I, 
Monetary Review. Economic In- 
telligence Service, League of Nations. 
New York: Columbia University 
Press. 1940. Pp. 101. 75 cents. 


THis year’s edition of the League’s 
Monetary Review describes the various 
government measures adopted since 
September, 1939, to control the ex- 
changes and to mobilize foreign assets, 
to deal with the abnormal demand for 
liquidity in general and for notes and 
coin in particular, and to meet the ex- 
ceptional loan requirements of the state. 
It also examines the influence of these 
various factors on the monetary supply 
and on the cost of credit. 

Chapters include: War-time control 
of exchanges; other monetary measures 
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adopted since the outbreak of war; 
government borrowing and the money 
market; monetary conditions and in- 
terest rates. A supplementary note is 
included on currency measures in 
Czecho-Slovakia, Danzig and Poland, 
and there is as usual a substantial ap- 
pendix in which the international mone- 
tary statistics are assembled in a con- 
venient and comparable form. 


Security ANALysiIs. By Benjamin 
Graham and David L. Dodd. New 
York: McGraw-Hill Book Company, 
Inc. 1940. Pp. 851. $5.00. 


THIS is a comprehensive revision of the 
first edition, published in 1934 — the 
authors have introduced considerable 
new material and made numerous 
changes in the light of recent events in 
the sphere of finance. 

The authors take a realistic approach 
to the problems of security selection, 
presenting security analysis from the 
standpoint of the investor who needs 
practical rules rather than descriptions. 
Thus, they offer a critical approach, 
dealing chiefly with concepts, methods, 
standards, principles, and above all 
with logical reasoning supported by 
concrete examples illustrating each 
point under discussion. 

The book is divided into seven parts: 
Survey and approach; fixed-value in- 
vestment; senior securities with specu- 
lative features; theory of common-stock 
investment—the dividend factor; analy- 
sis of the income account—the earnings 
factor in common-stock valuation; bal- 
ance-sheet analysis — implications of 
asset values; additional aspects of se- 
curity analysis—discrepancies between 
price and value. 

Chapters include: The scope and 
limits of security analysis; fundamental 
elements in the problem of analysis; 
sources of information; classification of 
securities; the selection of fixed-value 
investments; specific standards for bond 
investment; special factors in the analy- 
sis of railroad and public utility bonds; 
other special factors in bond analysis; 
technique of selection of preferred 
stocks for investment; supervision of 


investment holdings; privileged issues; 
technical aspects of convertible issues; 
the theory of common stock investment; 
the dividend factor in common stock 
analysis; analysis of the income ac- 
count; misleading artifices in the in- 
come account; significance of the earn- 
ings record; capitalization structure; 
balance sheet analysis; implications of 
liquidating value; cost of financing and 
management; some aspects of corporate 
pyramiding; comparative analysis of 
companies in the same field, etc. 


BRITISH AND INTERNATIONAL BANKING 
NuMBER, LonDON Stock EXCHANGE 
GazETTE. New York: Thomas 
Skinner & Co., Publishers, Ltd. 1940. 
Pp. 71. $1.50. 


IssuUED as a supplement to the Bankers’ 
Almanac and Year Book, this annual 
issue carries an article on banking in 
war time and tables showing dividencs, 
profits, assets and liabilities of leading 
British banks; oldest foreign banks; 
central banks and their note issues: a 
list of the largest banks of the world, 
with their capital, reserves and total 
assets in their respective currencies and 
in sterling; and much other information 
of statistical interest and value. 


COMMERCIAL BANKS AND CONSUMER IN- 
STALMENT CrepiT. By John M. 
Chapman and Associates. New York: 
National Bureau of Economic Re- 


search. 1940. Pp. XXIV-318. $3.00. 


A FACTUAL study of the personal loan 
departments and time-sales activities of 
commercial banks, this is the third in a 
series of studies by the National Bureau 
of Economic Research under grants 
from the Association of Reserve City 
Bankers and the Rockefeller Founda- 
tion. 

Most of the statistical material for 
this study was obtained directly from 
commercial banks which responded to 
questionnaires distributed by the Na- 
tional Bureau of Economic Research. 
The authors estimate that the total num- 
ber of banking offices now engaged in 
personal lending probably approaches 
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3.000, and that at the end of 1938 
(when there were an estimated total of 
1,500 commercial bank loan depart- 
ments), consumer instalment loan out- 
standings totaled $500,000,000, inclu- 
sive of sales finance paper, and that 
during the year these services were used 
by from 1,000,000 to 1,500,000 people. 


‘Chapters are devoted to: The rise of ' 


consumer financing by commercial 
banks; the legal status of the consumer 
credit operations of commercial banks; 
the customers of personal loan depart- 
ments; operating methods and collec- 
tion experience; factors affecting credit 
risk in personal lending; customer 
charges; income, expenses and profits; 
commercial bank financing of consumer 
instalment credit agencies; competitive 
relations. 


Pustic Aips TO TRANSPORTATION. By 
the Federal Codérdinator of Trans- 
portation. Washington: Government 
Printing Office. 1940. Volumes 
I-IV. $2.40. 


THESE volumes cover public aids to air, 
railroad, water and motor vehicle trans- 
portation in the order named. Volume 
Il, which covers rail carriers, also treats 
with taxation and non-productive ex- 
penditures. Volume III analyzes the 
Inland Waterway Corporation and the 
Panama Canal. Volume IV includes a 
survey of highway and street costs and 
motor public user payments. A foreword 
by Commissioner Joseph B. Eastman, 
former Chairman of the Interstate 
Commerce Commission and former Fed- 
eral Coérdinator of Transportation, re- 
marks that these reports are the result 
of an endeavor to bring to light the 
basic facts necessary for the determina- 
tion of controversial questions in the 
transportation world. This work is a 
comprehensive research of great value 
to students of the railroad problem. 


Mositizinc CivitiaN America. By 
Harold J. Tobin and Percy W. Bid- 
well. New York: Council on Foreign 
Relations. 1940. Pp. 276. $2.75. 


Here is a detailed discussion of how a 
democracy can meet the tremendous 
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pressure of wartime requirements with a 
minimum sacrifice of the liberties of 
civilians. 

After presenting a critical review of 
our World War experience in mar- 
shalling our resources, the authors an- 
alyze one by one the emergency controls 
which have been planned by our defense 
services to achieve greatest efficiency in 
the conduct of another war—conscrip- 
tion of men for military and industrial 
service; control of public opinion 
through censorship and propaganda; 
control of prices and production; Gov- 
ernment operation of transport and 
communication facilities; and the taxa- 
tion of war profits. 

Harold J. Tobin is professor of polli- 
tical science at Dartmouth College, and 
Percy W. Bidwell is director of studies 
of the Council on Foreign Relations. 


© 


BOOKLETS 
Current Poricires 1n PERSONNEL RELATIONS 
In Banxs. By Helen Baker. Princeton, 
N. J.: Princeton University. 1940. Pp. 59. 
$1.00. 


Summanrizinc the policies, programs and ex- 
perience of a number of banks throughout 
the country, this report has been prepared 
by the Industrial Relations Section, De- 
partment of Economics and Social Institu- 
tions, Princeton University. 

Chapters are included on: Summary of 
developments, 1934-39; the personnel or- 
ganization; employment policies and pro- 
cedures; salary administration; educational 
plans; plans for financial security; the 
medical department and health services; 
employe organization; hours of work and 
vacations; and a bibliography on_ the 
subject. 


DerensE Dottars. By Willard D. Arant. 
New York: The National Economy 
League. 1940. Pp. 22. 


Tus is the first of a series of research 
studies intended to help clarify and direct 
a program of sound Federal finance. It 
discusses our present financial plight, our 
defense objectives, our present state of de- 
fense, the task of procurement, the neces- 
sity of reduction of non-essential items, and 
includes supplementary tables of military 
expenditures during the past decade. 


Pustic Otp Ace Pensions. Minneapolis: 
Northwestern National Life Insurance 
Co. 1940. Pp. 20. 


Wir nearly two million persons over age 
65 receiving state old age assistance pen- 
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More profits 
and good will 
for your bank... 


ity bank can make a 

good will by a properly 

organized “small loan department” has been 

clearly demonstrated by banks that have 
succeeded in this field. 


‘A working manual for bankers who would 
repeat ‘these successes will be found in 


INCREASING 
PERSONAL 
LOAN 
BUSINESS 


By R. E. DOAN 
and 


G. F. FOLEY; 


The authors of this book have had yeurs 
of practical experience in developing a small 
loan department in the Denver National 
Bank. They are also the originators of the 
nationally known “Denver Plan” for liqui- 
dating retail charge accounts which is fully 
described in this book. 


Your name and address on the coupon 
below will bring this new book to your desk 
on 5 days’ approval. 


BANKERS PUBLISHING CO. 
465 Main st., Cambridge, Mass. 


Please send me jon approval a copy of 
“Increasing Personal Loan Business” by 
Doan and Foley. At the end of 5 days I 
will either remit $2.50 or return the book. 


sions, and the number of pensioners in- 
creasing steadily, this study of the problem 
is of real interest. It presents the essential 
facts of a vast, complicated, and rapidly 
changing movement, and gives the reader 
a practical basis for measuring the prob- 
able results of present programs and pro- 
posals. 


Pensions Arrer Sixty? By Maxwell §. 
Stewart. New York: Public Affairs Com- 
mittee, Inc. 1940. Pp. 32. 10 cents. 


Tuts booklet discusses the problem of those 
persons over 65 who have neither jobs nor 
pension provisions of any kind. Most of 
these, totaling more than 24 million, are 
dependent on children, relatives, friends or 
relief. Discussions of the “Ham and Egys” 
and Townsend plans are included. 


How Money Works. By Arthur D. Gaver 
and W. W. Rostow. New York: Pulilic 
Affairs Committee, Inc. 1940. Pp. 31. 
10 cents. 


INFLATION and a severe postwar depression 
are likely to result from the present war 
and armament boom unless measures are 
taken to prevent them, warn the economist- 
authors of this booklet. They recommend 
that government: and industry plan now 
a program to be set in motion when the 
war ends, with especial attention to be 
given to the use of men and machinery tied 
up in the armament industries when the 
demand for their products fall off. 


59c or Your $1—Tue Cost or DistrisvTion. 
By T. R. Carskadon. New York: Public 
Affairs Committee, Inc. 1940. Pp. 31. 
10 cents. 


Tuts pamphlet summarizes the book “Does 
Distribution Cost Too Much?” a study made 
by The Twentieth Century Fund. 


ProcresstvE OrricE MANAGEMENT POLICIES. 
New York: American Management .\s- 
sociation. 1939. Pp. 44. $1. 


ConTAINING papers presented at the Of- 
fice Management Conference of the Ameri- 
can Management Association in October, 
1939, this booklet discusses trends in office 
management, performance standards in of- 
fice operation, and the technique of improv- 
ing office methods. 


EmpLoye SELECTION AND SALARY ADMINIS- 
TRATION. New York: American Manage- 
ment Association. 1939. Pp. 40. 75 cents. 


Parers discussing the discovery of hidden 
abilities in clerical workers and outlining 
a practical ‘plan for salary standardization 
are included in this booklet. The papers 
were Originally presented at the Office 
Management Conference of the American 
Management Association in October, 1/39. 
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Prepare For Economie War! 


By DoucLas SOUTHALL FREEMAN 
Editor, Richmond News Leader, Richmond, Virginia 


ILLIONS of Americans have been 
absurdly frightened over what 
they regard as imminent war and 

certain invasion. It is futile perhaps to 
tell them that invasion continues highly 
improbable; but it is in order to tell 
them that the economic war of conti- 
nents will begin as socn as the Germans 
can integrate their conquests. 

We shall have perhaps seventy-five 
per cent of the world’s gold at the com- 
mand of the American bloc; the Reich 
thinks it has seventy-five per cent of 
the brains and believes it can muster a 
like percentage of the force of the world 
behind barter. The conflict of ideo- 
logies ends, as it usually begins, in an 
economic struggle. 


Call for Facts 


Ahead of us lies, perhaps, a period 
during which our public men will be 
tempted to be the Gamelin of our in- 
dustrial war—to persist in optimism re- 
gardless of reality. We must be pre- 


‘If American financiers who 
speak for the taxpayer, not for 
the spender, will develop a tech- 
nique to show the average news- 
paper reader what armament 
and government are costing him, 
we shall escape much of the 
waste that usually inheres in war 
when the ‘lid is off,’ ’’ suggests 
Dr. Freeman in the accompany- 
ing portion of his recent address 
at the\ABA Graduate School of 
Banking. 


pared to challenge them with facts and 
to call on them to present facts. If 
we have a heart to demand the truth 
of armament, not in unwilling words 
wrung from a witness before a Cou- 
gressional committee, but in clear re- 
ports for any man’s understanding, then 
we may be sure that the mighty machine 
of our industry will be geared to full 
production. 


This is as true of finance as of arma- 
ment. If American financiers who 
speak for the taxpayer, not for the tax 
spender, will develop a technique to 
show the average newspaper reader 
what armament and government are 
costing him, we shall escape much of 
the waste that usually inheres in war 
when the “lid is off.” 

As a nation, as individuals, we must 
learn anew the discipline our fathers 
had in the days of civil war and recon- 
struction. That our nation may have 
more for our defense, we must need 
spend less for our luxuries. Longer 
hours, rather than shorter, should be 
our aim when we see a France brought 
to servitude within four years after she 
was proclaiming the new freedom of a 
forty hour week. 


Is America to survive? If that ques- 
tion is less academic today than it has 
been since April, 1865, the answer that 
comes from the past is an assured one: 
Yes, America will survive—if her sons 
will cease to think of her as a Lady 
Bountiful and regard her as a mother 
for whom, from the love they bear her, 
they are willing to sacrifice. The road 
of individual self-discipline and self- 
denial is the road to America’s safety, 
to her happiness, and to her world 
service. 
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How Stable Are Savings Deposits? 


By HerRBerT V. PRocHNOW 
Assistant Vice President, The First National Bank of Chicago, Chicago, Ill. 


HERE is a particular problem in- 
volving the behavior of the loan- 
able funds of a bank. We know 
that the capital funds are with the bank 
permanently and that determines in 
part how they may be used. But how 
carefully, for example, have we an- 
alyzed our savings deposits to determine 
how they may be loaned or invested? 
Are they reasonably stable and perma- 
nent, or are some of them demand de- 
posits on an interest basis? 
Recently a banker in a city of 60,000 
made an analysis of his savings depart- 


the accumulation of savings, the ratio 
of deposits to withdrawals was 1.3 to 1. 
Over 42 per cent of the activity in 
this savings department was in accounts 
having individual balances less than 
$100, the total balances of which aggre- 
gated approximately two per cent of 
all deposits. The results of this analysis 
are not wholly unusual. They are prob- 
ably typical. A careful study of savings 
deposits might indicate with some de- 
gree of accuracy to what extent they are 
actually similar to demand deposits and 
to what extent, as now carried in banks, 


SAVINGS ANALYSIS 


Per 
Cent 


21.3 


Average 
Balance 


Per 
Amount Cent 
$20,374 ‘ $7. 
6,840 F  & 
41,636 E 27, 
72,874 2 69. 
701,003 236. 
752,606 
1,753,008 
2,880,168 


$6,228,509 


Number of 

Accounts 
2,860 
2,221 16.5 
1,579 11.8 
1,045 18 


2,950 22.3 


Balance Range 


Inactive accounts 
$.01 to 10.00 

10.01 to 50.00 

50.01 to 100.00 
100.01 to 500.00 
500.01 to 1,000.00 1,081 7.8 
1,000.01 to 2,500.00 1,105 8.3 
2,500.01 and over 4,2 


Totals 13,418 100.0 


ment with its approximately $6,000,000 
in deposits. The accompanying figures 
give a concise picture of ‘that depart- 
ment. 

Of equal importance with these 
figures is the fact that 28 per cent of 
all the savings accounts opened in this 
bank close within one year, and 52 per 
cent within two years. Are they really 
time deposits? Although the savings 
department was designed to assist in 


they could be invested for longer 
periods than the typical short-term earn- 
ing asset provides. 

What methods might be developed to 
encourage steady saving and more 
permanent, less active, savings deposits, 
which might be used more freely in the 
extension of various types of credit, 
possibly longer term credit?—from a 
recent address at Allegheny College, 
Meadville, Pa. 
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THE BANKER’S ROLE 


By W. A. McDonNELL 


Retiring President, Arkansas Bankers Association, and Executive Vice President, 
Commercial National Bank, Little Rock, Ark. 


IEGE has been laid to the American 
system of independent banking. 
Under the guise of aiding the small 

business man and the farmer, attempts 
are being made to get the camel’s nose 
of government under the tent of inde- 
pendent banking, with the socialization 
of all credit as the ultimate goal. Those 
who propose these measures may have 
the very best of intentions, but they are 
either unaware of the lessons of experi- 
ence, or they are willing to ignore them. 
For if there is one truth written large 
on the pages of history, it is this: gov- 
ernmental control of credit is the hand- 
maiden of tyranny; no people have ever 
been free whose rulers had absolute 
control of the purse-strings of the 
nation. The old feudal law still holds 
today: “He who eats the baron’s bread 
must do the baron’s will.” 


Karl Marx, the author of the famous 
Communistic manifesto, fully realized 
this. The first of his ten points was 
this: “Centralization of credit in the 
hands of the State by means of a na- 
tional bank with state capital and an 
exclusive monopoly.” And Lenin, who 
is regarded as the father of modern 
Communism, in speaking of small busi- 
ness men, had this to say: “Through the 
nationalization of banking, they may be 


tied hand and foot.” 


If we would seek further evidence of 
the fact that socialization of credit is 
the enemy of democracy, we have but to 
observe the technique employed by all 
modern dictators. Their first step, after 
getting control of the military forces, is 
to seize the credit system. 


The American dual system of inde- 
pendent banking is part and parcel of 


our American form of government and 
our American way of living. Destroy 
that system by taking away its inde- 
pendence, by placing all credit controls 
in the hands of the government, and 
you would destroy our democracy itself. 


Preserve American Banking System 


In a world of such disorder, is there 
any acceptable philosophy except that 
of futility? Are we not swept along 
before an irresistible flood which wil! 
run its course and find its level, regard- 
less of what you and I may say or do? 
I think not. The bankers of America 
have a definite role to fill in this age. 
Our part in this maelstrom of war and 
this clash of ideologies is to protect 
democracy in our own particular field 
by preserving the American dual system 
of independent banking. 

How best can we do that? By run- 
ning sound banks, by being scrupu- 
lously honest in all of our dealings, by 
extending credit to whomever is en- 
titled to it and being courteous and 
patient to those who are not, by enlarg- 
ing our services as far as good man- 
agement will permit, by charging a fair 
price for those services so that our 
operations will be profitable and our 
banks safe, and, above all, by acting 
collectively through the various state 
associations and the American Bankers 
Association to the end that we may be 
progressive in thought and action and 
strong in our militant resistance of all 
attacks upon the independence of our 
credit system.—from an address at the 
recent Arkansas Bankers Association 
convention. 
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Credit Needs of Small Business 


By Ernest G. DRAPER 


HERE are two groups of business 

enterprises whose needs, I believe, 

are not adequately met by existing 
financial machinery: 


1. Those who need short and inter- 
mediate credit but whose credit standing 
at the present level of business activity 
does not make them acceptable risks 
for banks. These are not misconceived, 
or mismanaged, or insolvent businesses, 
but businesses whose prospects of suc- 
cess are dimmed by the current eco- 
nomic situation. 

2. Small and medium-sized businesses 
which need loan or equity capital for 
an intermediate or long period. The 
growth of nation-wide business units, 
the discontinuance of bank affiliates and 
of underwriting by banks, the increased 
cost of security issues, and the disap- 
pearance of local underwriters have 
made it difficult for this type of business 
concern to find long-term credit except 
at prohibitive cost. 


It has been said by many persons that 
Government should not enter further 
into the field of rendering financial 
assistance to business, because by so 
doing it will subsidize many misman- 
aged, unprofitably operated concerns. 
[ would never advocate that the Govern- 
ment assist in making funds available 
to such enterprises upon any terms 
whatsoever. However, it does seem 
evident that there are many small con- 
cerns whose liquid resources have been 
severely strained by a series of depres- 
sion losses. There are others who re- 
quire funds to finance the purchase of 
new machinery and equipment, or to 
extend or improve plant operations, in 
order to enable them to carry on a more 
profitable operation. 

Also, and even more important, there 
is, I believe, a definite gap in our finan- 


ical mechanism between those small 
companies which desire short-term bank 
credit and those which desire either 
equity capital or long-term amortized 
debt capital. In the years prior to 
1933, the commercial banks, to a con- 
siderable extent, financed the purchase 
of equipment and even buildings, know- 
ing that the money would not be repaid 
out of working capital, but only very 
slowly amortized out of profits, usually 
over a period of years. To a still larger 
extent, the commercial banks pursued 
a similar policy with regard to the per- 
manent working capital requirements of 
a business. Today commercial banks 
are meeting part of the credit needs of 
business, but there are some demands 
of a character that banks do not feel 
justified in supplying, either because 
there is too much risk involved, or be- 
cause the term is too long, or because 
in some areas. and in the case of 
medium-sized and large enterprises, 
there are no banks with sufficient re- 
sources to meet the requirements. 

In recent years commercial banks 
have been subject to a great deal of 
criticism for not aiding small business. 
Such criticism is not altogether fair to 


The accompanying article 
formed a _ portion of Mr. 
Draper’s recent address before 
the Institute of the American 
Association of Independent 
Small Business. On this occasion 
Mr. Draper was not speaking for 
the Board of Governors of the 
Federal Reserve System, ‘of 
which body he is a member, but 
as an individual interested in the 
problems discussed. 
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‘“We could further encourage 
the banks with a partial guar- 
antee from some official agency 
such as the Federal Reserve to 
supply credit to soundly-man- 
aged businesses which would 
otherwise be unable to obtain it 
at all or only at prohibitive cost. 
The reason I mention the Fed- 
eral Reserve is not just because 
of my personal connection with 
it but because I believe the twelve 
Federal Reserve banks and their 
twenty-four branches are ideally 
equipped for the added respon- 
sibility in view of their familiar- 
ity with the type of problem in- 
volved and their knowledge of 
the economic needs and credit 
facilities of each of the various 
sections of the country in which 
they are situated.’’ 


the bankers and in many instances is 
unjustified by a failure to recognize the 
banker’s responsibility to his depositors. 
It must be remembered that commercial 
banks have credit standard and lending 
policies that, for purposes of safety, have 
to be complied with. In most cases a 
commercial banker limits his loans to 
individuals and enterprises whose assets 
are of such sound value and future pros- 
pects sufficiently bright to make repay- 
ment of a loan as nearly certain as pos- 
sible within a short period of time. 
Consequently, there are a substantial 
number of small enterprises that the 
commercial banker feels do not warrant 
bank credit, particularly intermediate 
or long-term credit. Where, then, does 
small business secure this type of 
credit? To a large extent it secures 
such credit from finance companies, 
factors, creditors, personal loan com- 
panies and private lenders. These types 
of lenders have in many instances sup- 
planted commercial banks in financing 
small business and usually at a cost 
considerably in excess of the cost of 
bank credit. The result is that small 
enterprises which depend upon these 
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institutions for credit are placed at a 
distinct disadvantage in relation to com- 
petitors who are able to obtain adequate 
bank credit or to utilize the capital 
markets. 

I hope you understand that in making 
the above statements concerning small 
business, I am not implying that com- 
mercial banks do not make long and 
intermediate term credits to many of 
their customers; for the exact opposite 
is true. This fact is substantiated by 
the information which appeared in the 
July, 1939, issue of the Federal Reserve 
Bulletin showing that the approximately 
400 weekly reporting member banks of 
the Federal Reserve System located in 
101 leading cities, held on April 19, 
1939, business loans with maturities ex- 
ceeding one year aggregating $1,160,- 
000,000, which loans at the time origi- 
nally made amounted to $1,420,000,000. 


RFC and FR Loans 


About six years ago, recognizing the 
need of many small and medium-sized 
industrial and commercial businesses 
for additional funds to enable them to 
continue or resume normal operations, 
and to maintain employment or provide 
additional employment, Congress in 
June of 1934 authorized the Recon- 
struction Finance Corporation and the 
Federal Reserve banks, under certain 
circumstances and conditions to make 
loans to business enterprises, both direct 
and in codperation with local financing 
institutions. 

In order to meet existing needs, Con- 
gress has twice liberalized. the Recon- 
struction Finance Corporation Act, first 
in January, 1935, and again in April, 
1938. Section 13b of the Federal Re- 
serve Act, which authorized the Federal 
Reserve banks to make loans to business 
enterprises, has never been broadened 
and as a consequence none of the 
hampering restrictions have been elimi- 
nated. 

Both the Reconstruction Finance Cor- 
poration and the Federal Reserve banks 
have made every effort to render finan- 
cial assistance to worthy small business 
enterprises. However, the Federal Re 
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serve banks have been limited by law to 
the making of loans for working capital 
purposes only, to establish industrial 
and commercial enterprises only, and 
no loans can be made for periods ex- 
ceeding five years. As a result of these 
limiting restrictions the Reserve banks 
have not been able to function ade- 
quately in this field. 

Nevertheless, from June, 1934, to the 
end of March, 1940, the Federal Reserve 
banks have received approximately 
9,400 applications amounting to $410,- 
(00,000. More than 2,800 loans have 
been approved amounting to $193,000,- 
00. Many loans have necessarily been 
declined because the applications were 
not in compliance with the stringent 
provisions of the law. The purpose 
sought to be accomplished by Congress 
in authorizing the Reconstruction Fi- 
nance Corporation arid the Federal Re- 
serve bariks to make loans to commerce 
and industry is.to make credit available 
io worthy business enterprises unable 
to obtain credit on a reasonable basis 
from the usual sources, and whenever 
possible such credit is to be advanced 
through the medium of local commer- 
cial banks or other financing institu- 
tions. 

If we are to preserve our national 
economy in a healthy state, I firmly 
believe that our small local industries 
must thrive and prosper. It is also of 
the greatest importance that we should 
have in this country a continuous 
growth of new, sound, and diversified 
small businesses. To accomplish this 
end, adequate credit and capital facili- 
ties must be available. To obtain the 
best results both in promptness of 
action and in knowledge of local con- 
ditions, it is my opinion that capital 
and credit for local business enterprises 
should, as far as possible, be furnished 
by investors and financing institutions 
in the locality where the enterprises are 
situated. 


Legislative Proposals 


During the sessions of the 75th and 
76th Congresses there have been many 
Federal legislative proposals offered to 


facilitate the flow of credit to worthy 
business enterprises, both relatively 
short-term and long-term, including 
credit for fixed capital purposes. 

I do not wish to take your time at 
present to discuss the merits or demerits 
of any of these proposals. However, I 
think we should recognize frankly that 
this problem is a many-sided one and 
that probably no solution we can adopt 
is the perfect one. We must attack the 
situation from different angles in the 
hope that all our various efforts will be 
finally successful. If such a course calls 
for legislation that is not too sweeping 
in character, I am in favor of that legis- 
lation. One purpose of such legislation 
should be to supplement the lending 
operations of the commercial banks and 
to fill the gap that now exists between 
short-term and relatively long-term 
credit. By such legislation we could 
offer greater assistance both to small 
business and to the commercial banks. 

Also we could further encourage the 
banks with a partial guarantee from 
some official agency such as the Federal 
Reserve to supply credit to soundly- 
managed businesses which would other- 
wise be unable to obtain it at all or 
only at prohibitive cost. The reason 
I mention the Federal Reserve is not 
just because of my personal connection 
with it but because I believe the twelve 
Federal Reserve banks and their twenty- 
four branches are ideally equipped for 
the added responsibility in view of their 
familiarity with the type of problem 
involved and their knowledge of the 
economic needs and credit facilities of 
each of the various sections of the coun- 
try in which they are situated. 


© 


Let us tell the people of this country 
what is right with business. They are 
tired of hearing what is wrong with 
business. Let us challenge thé implied 
accusation that all business and bank- 
ing are steeped in unrighteousness, lest 
public judgment be rendered against us 
by default—E. L. Pearce, Vice-Presi- 
dent, The Union National Bank, Mar- 


quette, Michigan. 
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Why Savings Bank Life 
Insurance ? 


By Crype S. Casapy 


Executive Secretary, Savings Bank Life Insurance Council of 
Massachusetts, Boston, Mass. 


ODAY there is more than $185,- 

000,000 of savings bank life insur- 

ance in force in Massachusetts, 
representing over 200,000 policies. One 
hundred thirty-four of the mutual sav- 
ings banks of the state now offer this 
service—twenty-eight as issuing or writ- 
ing banks, the others as agencies. Sav- 
ings bank life insurance has become the 
fastest growing savings bank activity, 
with a rejuvenating effect upon those 
banks which seriously promote it. And 
here is some food for thought. While 
the 192 savings banks as a group lost 
130,000 savings accounts during the 
past ten years, the life insurance depart- 
ments of the banks gained 120,000 
policies. And most of these policies 
were bought by wage-earners and young 
people—the very groups whom the sav- 
ings banks are eager to reach. 


Insurance Policyholders ‘‘Stick’’ 


But, most important, savings bank 
life insurance policyholders are sys- 
tematic savers. They “stick.” About 
85 per cent of the policies written since 
1930 are still on the books on which 
premiums are being paid regularly. I 
need not remind you of the staggering 
proportions of the savings accounts 
opened during the past 10 years which 
have either been closed or are com- 
pletely inactive. 

One of the New York savings banks 
analyzed its savings accounts opened 
between January and May, 1939. 
Thirty-nine per cent were closed within 
the year. But 98.1 per cent of its life 
insurance policies issued during the 
same time are still in force. 
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The Boston Five Cents Savings Bank 
finds that 73 per cent of its life insur- 
ance policies issued in the year 1939, 
and 89 per cent. of the total number 
issued between 1930 and 19339, are still 
in force. Ninety-four per cent of the 
policies issued by the Newton Savings 
Bank within the past three years are 
still on the books. Savings bank life 
insurance policyholders are the most 
systematic savers now using the savings 
banks. 

I wonder if you realize the tremen- 
dous possibilities for increasing the pur- 
chasing power of the people of your 
communities through savings bank in- 
surance. If, over a period of time, a 
substantial number of people can be 
educated to buying insurance and pay- 
ing premiums over the counter the re- 
sults will either be increased protection 
or a margin left for the purchase of 
other goods and services needed or 
wanted or to be deposited in the savings 
departments of your banks. 


Source of Good Will 


Savings bank life insurance provides 
an incentive to bring new people into 
the savings banks, and may prove to be 
the tie which makes inactive depositors 
active. Regular premium payments re- 
sult in closer contact between the policy- 
holders and the bank and are a step 
toward systematic saving and the use 
of other bank services. The growing 
life insurance departments are bearing 
an increasing share of the general bank 
overhead, and are providing new oppor- 
tunities for the development of indi- 
vidual bank officers and employes. And 
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perhaps most important in the long run, 
savings bank life insurance which is 
staunchly supported by organized labor, 
employers, personnel men, social 
workers, individual policyholders as 
well as public officials and civic leaders, 
is creating valuable and powerful allies 
for the mutual savings banks as a sys- 
tem. And let us not forget that the sup- 
port of such individuals and organiza- 
tions may be extremely important in 
the future. Bankers (with the exception 
of some of the young ladies at the recep- 
tion desks), have little appeal to the 
average man in the street. If interest 
earnings continue low or go lower, if 
expenses continue to increase so that 
dividends to depositors may still be 
further reduced, and if numerous other 
trends of which we are all aware con- 
tinue, unfavorable legislation will be a 
constant threat. Don’t underestimate 
the need for good will and appreciation 
of the persons whom the mutual savings 
banks ought to be serving. 


Any voluntary, over-the-counter plan 
of savings or insurance has definite 
limitations. As Brandeis so well said, 
“many men need the impetus to thrift, 
since wisdom often lags far in the rear 
of intelligence.” For those who have to 
be sold—the uninformed, the indifferent, 
the apathetic — solicitors are necessary 
and compensation for such effort is 
justified whenever and wherever agents 
sell proper policies to fit individual 
needs in amounts which the policy- 
holders can afford to carry. Unfor- 
tunately, such is not always the case. 

A recent survey sponsored by the 
Association of Life Insurance Presidents 
to determine the attitude of the Ameri- 
can public toward their business indi- 
cated that only 6 per cent of the people 
interviewed apparently look upon life 
insurance salesmen as helpful in the 
guidance of their life insurance pro- 
grams; 22 per cent wanted to do away 
with life insurance agents altogether. 
While some believed this would reduce 
the cost of insurance, the major indict- 
ment against the salesmen was based 
upon the reaction “that he was a 


nuisance and often indulged in mis- 


representation.” In addition to the 22 
per cent who would do away with sales- 
men altogether, another 18 per cent— 
making a total of 40 per cent—more 
mildly resented the soliciting tactics of 
life insurance salesmen. 


Insurance Collectors Unnecessary 


Too often it has been contended that 
wage-earners and those on lower sal- 
aries won’t save voluntarily, that house- 
to-house collectors are costly but neces- 
sary props. Such assumption is not 
borne out by facts. Some of the most 
regular depositors of the savings banks 
have the smallest incomes. The co- 
Operative banks in Massachusetts and 
the building and loan associations in 
other states bear evidence of the urge 
to save where there is an incentive. A 
recent survey shows that 28 per cent of 
the industrial policyholders of the 
largest company selling that form of 
insurance have resisted the efforts of 
the agents to hold their business and 
now go to the district office and pay 
premiums over the counter in order to 
get a rebate of 10 per cent which would 
otherwise go to the collector. The head 


‘I wonder if you realize the 
tremendous possibilities for in- 
creasing the purchasing power 
of the people of your communi- 
ties through savings bank life 
insurance. If, over a period of 
time, a substantial number of 
people can be educated to buy- 
ing insurance and paying prem- 
iums over the counter, the re- 
sults will either be increased 
protection or a margin left for 
the purchase of other goods and 
services needed or wanted or to 
be deposited in the savings de- 
partments of your banks,’’ states 
Mr. Casady in the accompany- 
ing portion of his recent address 
before the national convention 
of the American Institute of 
Banking. 
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‘‘Savings bank life insurance 
provides an incentive to bring 
new people into the savings 
banks, and may prove to be the 
tie which makes inactive deposi- 
tors active. Regular premium 
payments result in closer contact 
between the policyholders and 
the bank and are a step toward 
systematic saving and the use of 
other bank services. 


‘‘The growing life insurance 
departments are bearing an in- 
creasing share of the general 
bank overhead, and are provid- 
ing new opportunities for the 
development of individual bank 
officers and employes. And per- 
haps most important in the long 
run, savings bank life insurance 
which is staunchly supported by 
organized labor, employers, per- 
sonnel men, social workers, indi- 
vidual policyholders as well as 
public officials and civic leaders, 
is creating valuable and power- 
ful allies for the mutual savings 
banks as a system.’’ 


of one of the large personal finance 
companies making small loans to wage- 
earners, informs me that 85 to 90 per 
cent of the borrowers (paying 214 per 
cent a month, remember), pay their 
payments on time at the office. Collec- 
tors are not employed except in those 
few cases where necessary. Isn’t this 
evidence of the good intentions and will- 
ingness of even the lower paid wage- 
earners, burdened with debt, to save 
when there is an incentive, and obliga- 
tion? 

The great masses of people in this 
country with limited incomes cannot 
afford a fraction of the insurance which 
they need and perhaps which many 
would like to have. Their problem is 
simply and solely getting the most 
coverage for what they can afford to 
spend. By providing low-cost life in- 
surance to voluntary buyers, by provid- 


164 


ing competent and impartial service, 
and by stressing the advantages of be- 
ing thrifty, the mutual savings banks 
have a rare opportunity to gain new 
friends, increase individual purchasing 
power (or the savings margin) and at 
the same time increase the scope of 
their activities as savings institutions. 
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WE commend at once to the organized 
banking bodies, state and national in 
scope, in the United States the thought 
that they should create at once a non- 
partisan committee or committees for 
the promulgation of financial prepared- 
ness in connection with national defense 
needs.—American Banker. 


A book that provides in one volume 
a Complete Banking Library 


GLENN G. MUNN’S 


ENCYCLOPEDIA 


of Banking and Finance 


An indispensable work of reference for the banker, 
broker, business man or student 


ERE is a book that contains 865 

pages and over 3500 terms relating 
to money, credit, banking practice, 
history, law, accounting and organiza- 
tion, foreign exchange, trusts invest- 
ments, speculation, markets and broker- 
age. 

With this convenient volume on your 
desk you are in a position to answer 
any question which may arise pertain- 
ing in any way to banking, investment 
or finance. All market terms and 
operations are carefully described. 


An important feature is the bibli- 
ography given at the end of each term, 
referring the reader to sources of addi- 
tional information on any subject in 
which he is_ particularly interested. 
Why not examine a copy at your own 
desk at our risk? 


Sent Postpaid for 5 Days’ Free Examination 


eater: Use This Reply Form ~ ~~~ 


BANKERS PUBLISHING COMPANY 
465 Main Street, Cambridge, Mass. 


Send me for examination a copy of 
Munn’s Encyclopedia cf Banking and 
Finance. Within five days after its 
receipt I will send you the price, $8.50, 
or return the book. 
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Field and Future of Amortization 
Banking 


By THomas C. BousHALL 
President, The Morris Plan Bank of Virginia, Richmond, Va. 


OU want to make your bank more 

profitable, more efficient, more 

popular, more stable, more pro- 
gressive, and more potential of develop- 
ment over the coming years as you, 
yourself, grow older and seek expand- 
ing opportunity of self-expression and 
increased income. 


The premise I lay down for you, then, 
is that the amortization loan provides 
the greatest single opportunity to do 
these things for yourself and your bank 
of any phase of banking available to 
you and your institution. 

If you will investigate the potential 
use of amortization credits for a hun- 
dred different purposes, handled on a 
dozen different bases in your commun- 
ity, and then advertise and promote 
those services and their use, you will 
learn to what extent the public is eager 
for just such a chance if it is but an- 
nounced as being available to them. 

So many think of the amortization 
loan as being confined to a persofial or 
character credit for $50 or $500 for a 
year or less, that it is just as well for 
you to know that the amortization loan 
principle has been at work since 
Caesar’s time, when Rome was flourish- 
ing, and that loans running into mil- 
lions of dollars and into as long as 
twenty or twenty-five years have been 
and are being made in this country by 
banks today. Too, because many dis- 
miss the amortization loan as unim- 
portant, as well as undemanded, I am 
going to run the risk of being con- 
sidered egotistical and give some figures 
from my own bank in this field. 

In these past eighteen years we have 
loaned 170 million dollars, which has 
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in turn stimulated five or ten dollars 
of acceleration for each dollar loaned. 
These funds were paid out by the bor- 
rowers to purchase goods, settle debts, 
hire persons, build houses, repair and 
modernize homes, educate children, start 
or buy businesses, and a_ thousand 
things common to the lives of the tens 
of thousands of people who have re- 
quired the handling of 486,000 loans 
and discounts to accomplish these pur- 
poses. 

Is it a dangerous business? Our 
losses average far under one-half of 
one per cent. Is it profitable? Our 
earnings compare favorably with com- 
mercial bank earnings on a basis of 
income per dollar of earning asset, be- 
ing neither above the best nor under 
the worst. 


Does it make for popularity of the 
institution? Our savings have risen 
from zero, when other banks had mil- 
lions, to the second largest in the state. 
Our number of accounts being served 
exceeds that of any in the state—now 
topping 103,000. 

These figures are given in no spirit 
of braggadocio or boast, but simply to 
illustrate the points involved. The re- 
assuring thing that those in this field 
have learned is that the character and 
integrity of the people is a solid bed- 
rock on which a material credit struc- 
ture can be based. The losses that we 
have experienced have in but very small 
part come from any apparent desire or 
intention to defraud our bank. The 
major portion of the fractional losses 
that we have experienced has developed 
from circumstances that neither the bor- 
rower nor the lending officer could fore- 
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THOMAS C. BOUSHALL 


see at the time of the loan. And we 
grant nine out of ten applications for 
loans. 


Responsibility to Guide 


You reply that you stand ready to 
handle loans this way if a customer 
wants you to, and I ask: “What of your 
responsibility as a banker to guide, di- 
rect, and stimulate your people as to 
the best way of handling their finances? 
Isn’t it your responsibility if a borrower 
still owes you money after one or more 
years if the amount could have been 
reasonably and conveniently liquidated 
in a year or so?” 

What about the time your bank was 
asked to finance a group of buses for 
the county, to be paid for monthly over 
a period of four years, and you refused 
to make such a long-time loan; but that 
same day you bought a county bond in 
the Mid-West due in 12 years, because 
of a high coupon, and then sold the 
bond at 30 in the succeeding year? 

What about Emma who wanted to 
borrow $50 for orthovedic braces for 
her child with infantile paralysis and 
said she’d pay you back two dollars a 
week out of the money she made from 
washing? You wouldn't be bothered. 


She paid $75 on time to a supply house 
and had to work that much longer and 
harder to meet this unnecessary in- 
creased cost. 

What about old Smith who wanted 
to take the school contract for hauling 
children but desired a new bus to meet 
the requirements? You refused to let 
him take 18 months to pay off the dif- 
ference in his trade-in, and the contract 
went to a man in the next county who 
got 24-month’s terms from a_ finance 
company. Smith doesn’t feel that you 
stood by him. 

What about Doctor Jones out your 
way whose boy couldn’t finish at medi- 
cal school because the people in your 
community owed him $10,000 but 
wouldn’t pay up enough of it to 
liquidate the $1,000 loan that he had 
carried with you for five years, paying 
you $60 a year interest? That $300 
was the difference between his son’s 
staying or leaving. You could have ar- 
ranged to lend his patients enough 
money to pay up the $1,000 loan and 
send the boy to Europe, if he had 
wished to go. 

What about Ennis and his store? He 
carried lots of families through the de- 
pression, but he borrowed $2,000 from 
you and had to take terms from his 
wholesalers. His cash discounts would 
amount to $1,200 a year, and, what with 
the $120 interest that he pays you each 
year, he hasn’t made a cent above his 
actual living because that $1,320 of in- 
terest cost a year has handicapped, dis- 
couraged, and all but beaten him. If 
you had loaned him $6,000 and loaned 
twenty-five of his customers the money 
to meet their bills, he would have gone 
on a cash discount basis; he would have 
paid you back, and twenty of those 
twenty-five people wouldn’t have gone 
over to buy at Big Gap because they 
hadn’t paid Ennis and were embarrassed 
to trade there any longer. 


How Popular You Could Be 


How popular are you in your com- 
munity anyway? And how popular 
you could be! Debts paid up to mer- 
chants and doctors; obligations out cf 
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the way; business men on a discount 
basis; lawyers encouraging business 
ventures in a community of good col- 
lection; people being hired to build and 
repair homes, work in stores, on farms, 
around garages and drug stores; money 
circulating, making more money, build- 
ing up the people and their wealth— 
all done on terms that they can con- 
veniently meet, as a result of money 
borrowed from people they see and 
know, and not being sent to New York 
or some distant city in answer to a cold 
notice by mail, “pay or else.” 

Would the people want to start a run 
on a bank like that? Would they want 
to see the post office service enlarged 
to take over your happy way of meet- 
ing their requirement just the way best 
suited to their needs? Would they want 
to see the Government get hold of the 
bank as a first step in taking over in 
time their own business? Would your 
people go to an insurance company or 
a government agency for a farm loan, 
or come to see you first? Would they 
finance their purchase of their next car 
in New York or at your desk? Would 
the merchants let themselves be carried 
by the wholesale houses at huge costs 
involved in loss from not discounting 
bills? 

The list runs on. Would the people 
send their money away to invest or put 
in distant banks, or would they want 
to build up your bank’s deposits for 
greater use in your community? Would 
they prefer to buy homes and farms 
in other counties or towns, or stick by 
a going area that was assured of pro- 
gress because there was a wide-awake, 
helpful, understanding bank trying first 
to serve and relying on the volume of 
that service to show a_ stockholders’ 
profit of which not even the meanest 
Midas could complain? 

You say all that doesn’t exist in your 
community. I reply, “You don’t know.” 
And you'll never know till you explore 
it and find out all about it, and until 
you take all you found out and work 
out how you could service every person 
in your area whose problem would be 


similar to those you learned about in 
your exploration. 


Keeping Abreast of Progress 


To enter the amortization field wher- 
ever the welfare of your community in- 
dicates, is to establish our bank as a 
public servant; it is to seek to serve 
your community first and to reward 
your stockholders in ratio to that ren- 
dered service. You will, by broadening 
the availability of credit, assist ma- 
terially and appreciably the elevation 
of living standards among your people. 
You will have bulwarked your institu- 
tion against the encroachment of gov- 
ernmental credit agencies and have 
blocked the socialization of the credit 
function as proposed by Karl Marx. 
You will have enhanced the degree and 
the extent of the popularity of your 
bank and have made it an integral and 
essential part of the life of your people 
as a cherished institution that they seek 
to preserve and maintain. You will 
have turned your back upon the prin- 
ciple of exploitation in favor of ex- 
ploration; and you will thereby, in de- 


‘How popular are you in 
your community anyway? And 
how popular you could be! Debts 
paid up to merchants and doc- 
tors; obligations out of the way; 
business men on a _ discount 
basis; lawyers encouraging busi- 
ness ventures in a community of 
good collection; people being 
hired to build and repair homes, 
work in stores, on farms, around 
garages and drug stores; money 
circulating, making more money, 
building up the people and their 
wealth—all done on terms that 
they can conveniently meet, as 
a result of money borrowed from 
people they see and know, and 
not being sent to New York or 
some distant city in answer to 
a cold notice by mail, ‘pay or 
else.’ °? 
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‘Amortization banking is not 
fool proof. It is no panacea for 
banking ills. It is simply the 
modern machinery by which 
banking, whether a large or 
small unit serving a great or 
small area, handling minimum 
or maximum loans, can, through 
sound comprehension of its 
potentialities and _ intelligent 
application of its function, en- 
able the individual banker and 
the individual bank to keep its 
community abreast of the rising 
American.. tide.. of.. progress,’’ 
stated Mr. Boushall at the recent 
Virginia Bankers Institute. The 
accompanying article is a por- 
tion of his address on this 
occasion. 


veloping the free flow of credit, have 
enabled the accumulated cash wealth of 
your area and your people to build 
greater increasing prosperity that can 
be shared and enjoyed by an ever- 
widening circle of people from the top 
to the bottom stratum. Thus you will 
have geared your bank into the daily 
lives and functions of the individuals, 
firms, and corporations, the district, 
county, and town governmental units. 
The bottle-neck through which the eco- 
nomic and social life of your people 
flows will have been enlarged to acceler- 
ate, rather than block, the fuller expres- 
sion of their genius and their aims. 

The problems of competition from 
other agencies, both private and govern- 
mental, local and distant, will have been 
assuaged and softened, instead of con- 
tinuing in their threatening rise of 
today. 

With a final word of caution I shall 
end. It is indeed possible to overdo 
the extension of amortization credit. I 
concur with those purveyors of calamity 
who warn that credit to individuals be- 
yond their capacity to repay—to ac- 
quire goods and services beyond their 
sound ability to acquire and maintain 
—can bring disaster upon the bank, 
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upon the individual, upon the business 
people, and upon the community. But 
in all the bright picture of high oppor- 
tunity to bind the people of your -area 
to you with hoops of steel fashioned 
from sincere service, and with sym- 
pathetic and understanding treatment 
of their problems, there is no formula 
by which you can choose those to whom 
these facilities should be offered and 
those from whom they should be with- 
held. Bankers are neither born nor 
educated by a book of instructions. They 
develop out of experience, out of analy- 
sis and increasing perception of the 
qualities of human beings and their 
capacity for coping with the problems 
of today and tomorrow. Amortization 
banking is not fool-proof. It is no 
panacea for banking ills. It is simply 
the modern machinery by which bank- 
ing, whether a large or small unit serv- 
minimum or maximum loans, can, 
miniimum or maximum loans, can, 
through sound comprehension of its 
potentialities and intelligent application 
of its function, enable the individual 
banker and the individual bank to keep 
its community abreast of the rising 
American tide of progress. 


© 


INTERNAL AND EXTERNAL 
PUBLIC RELATIONS 


PuBLic relations is not a magic form- 
ula that will cure all of our present ills 


in lightning fashion. It is a slow pro- 
cess that requires a great deal : of 
patience. To my mind it can be di- 
vided into two main parts—the internal 
and the external. The internal relations 
have to do with enlisting all of the offi- 
cers and employes of your institution 
in a coordinated movement to make the 
public like you. This involves a high 
degree of what you may call “esprit de 
corps.” The external relations have to 
do with the advertising program, the 
sales promotion, the publicity, and all 
of the actual contacts which are made 
with the public_—Ray A. Ilg, Vice-Presi- 
dent, The National Shawmut Bank, Bos- 


ton, Mass., in a recent address. 
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SURVEY 


Condensations from Magazines, Reviews, 


Reports, Bulletins, Radio Discussions, 


Advisory Services, Newspapers, etc. 


FINANCING DEFENSE EXPANSION 


Monthly Report, The National City Bank of New York, New York City 


N the first place, there is the ques- 
tion of financing private plant 
expansion needed to take care of 

Government orders and_ eliminate 
“bottlenecks” of inadequate capacity in 
industry. By and large we all want ex- 
pansion to go forward and be financed 
under private auspices, as this will mean 
less burden on the Government—less 
deficit, less Government bonds to be sold 
—and will tend to preserve and 
strengthen the system of private enter- 
prise, which our defense program is 
meant to protect. Bankers, through their 
state and national organizations, as well 
as individually, have given expression 
of their ability and desire to codperate 
fully in the Government’s program, and 
high Government officials have endorsed 
the view that requirements be taken care 
of so far as possible through the regular 
banking and investment channels. 

In looking to private capital to 
finance and carry forward an expansion 
program, it is, however, of prime im- 
portance that in the levying of taxes 
and in the terms upon which Govern- 
ment contracts are placed, adequate al- 
lowance be made for enough profits to 
overcome the risk of loss. Otherwise 
business would be held back from going 
full steam ahead, and banks, and even 
the Government, would incur unjustified 
and unnecessary risks in financing such 
undertakings. 
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Everybody would agree that neither 
business nor individuals should make 
large profits out of the national defense 
program. On the other hand, business 
men are greatly concerned about the ac- 
tion of Congress in reducing maximum 
allowable profits on Government con- 
tracts to 8 and 7 per cent from 12 per 
cent in the case of airplane contracts, 
and from 10 per cent in the case of ship- 
building contracts. If manufacturers 
were sure of making these profits and 
no losses there would be little complaint, 
but there are bound to be losses. More- 
over, whether a profit is real or simply 
on paper depends upon how it is com- 
puted—whether it is a real net profit 
after providing for necessary rapid de- 
preciation of tools and plant, whether 
taxes, interest and development costs, 
etc., are really admitted as expenses. 

It must be remembered that in the last 
war many business men found them- 
selves at the conclusion of their labors 
with large losses rather than profits; 
that many others found a paper profit 
completely tied up in plant and mate- 
rials quite unusable and_ practically 
worthless in peace times, and others 
again waited for five, ten or even twenty 
years, and waded through endless liti- 
gation and negotiation before receiving 
sums justly due from the Government. 
At the same time they were publicly vili- 
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fied as war profiteers. Business men 
naturally want to see their way through 
these possible difficulties before they 
can in fairness to their stockholders em- 
bark on programs of expansion. And 
similarly banks and investors who 
finance the armament program need as- 
surances on these points. Both business 
men and bankers are eager to partici- 
pate and are not expecting large profits. 
They do want to protect themselves 
against losses. 

As to the second part of the problem 
of defense financing—the financing of 
the needs of the Government itself—the 
main consideration is that it be carried 
out in the regular channels and in an 
atmosphere of confidence. There is no 
need to resort to unusual methods, such 
as expenditure of part of the stabiliza- 
tion fund, utilization of Treasury 
“profits” on silver, and the like, as oc- 
casionally suggested; and Secretary 
Morgenthau has performed a_ public 
service in denouncing such “trick” de- 


vices. The fact is that there is plenty 
of money available in the regular 
sources—the banks, insurance com- 
panies and other investing institutions, 
together with individual investors, to 
take care of all Treasury needs and at 
reasonable rates. 

Another consideration is how much 
of the defense financing should go to 
the banks and how much to other in- 
vestors. Taking account of the de- 
sirability of financing defense expendi- 
tures so far as possible by taxation and 
borrowing from savings, it would seem 
unfortunate if the additional security is- 
sues should be limited to short-term 
notes, which, experience demonstrates, 
appeal particularly to banks. While the 
inflationary effects of financing at the 
banks are not serious at present, when 
we still have unemployment and unused 
productive capacity, they could easily 
become so if such methods are continued 
after the economic system has attained 
full operation. 


BANK RETURNS TO STOCKHOLDERS 


By Joun J. Driscoxt, Jr. 
Driscoll, Millet & Company, Philadelphia, Pennsylvania 


(From an article “Profit Problems in 
Banking” in The Cleveland Trust Magazine, 
house organ of The Cleveland Trust Com- 
pany, Cleveland, Ohio.) 


P to 1929, very few people felt 
there was any risk involved in in- 
vesting in bank stocks, the possi- 

bility of loss in this type of investment 
being regarded as remote. We have dis- 
covered, however, that bank stocks are 
subject to wide fluctuations in market 
values and that, occasionally, adverse 
conditions may eliminate the stockhold- 
ers’ interest in a bank. Before a de- 
positor of a bank can lose anything, the 
stockholders of a bank must have lost 
his entire investment. 

If there is a risk involved in an in- 
vestment, there should also be a fair re- 
turn. Banks have rarely paid a fair 
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return to stockholders based on their in- 
vestment. The practice of stating all 
dividends paid on a percentage of the 
par value of the stock on which they 
are paid frequently gives rise to the 
opinion that a dividend is high or ex- 
cessive when it may not even be reason- 
able. For example, a bank with a capi- 
tal stock of $1,000,000, surplus and 
undivided profits of $5,000,000, would 
have a book value per share of six times 
par. Should such a bank declare an 18 
per cent dividend per annum, most per- 
sons would feel the bank was earning 
excessive profit and paying handsome 
dividends. But based on book value of 
capital, this bank was only paying a 
dividend of 3 per cent per annum. This 
would be a total dividend of $180,000, 
which the bank could readily earn by 
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investing its stockholders’ $6,000,000 
and thereby only return to the stock- 
holders the earnings from the use of 


their own funds and still not be paying 
out any of the earnings which might 
come from banking operations. 


EXCESS PROFITS TAX UNWISE 


Washington Review, Chamber of Commerce of the United States, Washington, D. C. 


HE public should not be misled into 

the belief that a huge increase in 

revenue can be obtained by now ap- 
plying a war-time excess profits tax to 
corporate income. Corporation profits 
at present, and for the last decade, have 
been subnormal rather than super- 
normal. About 60 per cent of the more 
than one-half million corporations filing 
income tax returns report no net in- 
comes. 

There is no immediate prospect for 
any exceptional increase in business 
profits, even if those arising from na- 
tional defense orders are included. The 
profits allowed on naval and aircraft 
contracts are strictly limited, and simi- 
lar restrictions may be applied to other 
contracts for military purposes. 

Profits arising from military orders, 
as many have learned from sad experi- 
ence, are likely to be highly illusory. 
The heavy capital losses which must be 
written off after the cessation of such 
orders and the expense incident to a 
change from production of munitions to 
ordinary routine, intensified by the rup- 
ture of peace-time trade channels, are 
likely to equal or exceed any apparent 
profits made from production of ma- 
terial designed for military use. 

Not only does an excess profits tax 
operate inequitably as to taxpayers, but, 
if based on relation of profits to invested 
capital, is generally admitted to be 
practically impossible of satisfactory 
administration. Cases arising as the re- 
sult of a similar tax during the world 
war, twenty years or more ago, are still 
pending before the Bureau of Internal 
Revenue or in the courts. It is con- 
ceded that it is impossible for the Gov- 
ernment to determine the invested capi- 
tal of more than 500,000 corporations. 
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Since this type of excess profits tax 
has proven so difficult of administration, 
attention has been turned to other 
methods of determining a base for the 
tax. Prominent among these is the pro- 
posal to use as a base the average an- 
nual earnings over a relatively short 
period of time, say the last three or four 
years. 

Due to the low earnings or actual 
deficits of corporations during recent 
years, this proposal would work intoler- 
able hardship. For example, a large 
steel company with reported assets of 
over 365 million dollars has had an av- 
erage net income over the past three 
years of less than 4 million dollars; 
another industrial corporation with as- 
sets exceeding 56 millon dollars shows 
a net deficit for the last three-year 
period; another company with assets 
exceeding 31 million dollars shows a net 
deficit of approximately 5 million dol- 
lars during the same period. A large 
number of similar illustrations can be 
given. This method of determining the 
base for a heavy tax would practically 
preclude any returns on capital for 
numerous corporations and in other 
cases limit them to a destructive level. 

A short time ago an undistributed 
corporate profits tax was in operation. 
No tax in recent years has been so se- 
verely and uniformly condemned. In 
conformity with popular demand, the 
tax, after a short existence was repealed 
by Congress. One of the principal ob- 
jections to this tax was that it strangled 
small corporations, particularly those 
with ambitions to expand. A_ per- 
manent excess profits tax as now pro- 
posed would revive all these evils and 
because of its heavy rates tend to in- 
tensify them. A corporation with a 
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relatively large capital could perhaps 
struggle along with the tax, though its 
return on capital might be reduced to 
abnormally low levels. For many small 
corporations the tax would be fatal. 
The industry of the country must be 
brought to its maximum productive ca- 
pacity if a speedy and effective arma- 
ment program is to be realized and the 
ordinary needs of the country supplied 
at the same time. Full production will 
not be realized if industry is shackled 


by excessive taxes or other measures 
which limit the potertial power of pri- 
vate enterprise and initiative. 

Attempts to apply the doctrine, re- 
cently advocated by a prominent polli- 
tician, to “tax business out of its boots,” 
would be a detriment to national defense 
and to reconstruction after the inevitable 
economic wastes. Revenues through in- 
creased business activity, rather than 
from excessive new taxes or rates, would 
be the prudent policy. 


ESSENTIALS OF NATIONAL DEFENSE 


New England Letter, The First National Bank of Boston, Boston, Mass. 


PPALLING events have taken place 
in Europe with bewildering rapid- 
ity. Since last September, nine 

countries have been conquered by Ger- 
many, and Great Britain, the last 
stronghold of democracy in Europe, is 
fighting for her life. In view of these 
developments, our defense program has 
been speeded up to provide protection 
against possible aggression. This is a 
stupendous undertaking that entails not 
only vast appropriations of money but 
also the most efficient operation of our 
whole productive system. 

No one knows how many billions will 
be paid out for military purposes but 
if present schedules are carried out, the 
total will be staggering. The country 
is ready and anxious to expend what- 
ever is necessary for adequate defense 
but there must be economy in other lines 
of governmental activity. Otherwise, 
the nation will break down under the 
strain. No time should be lost in elimi- 
nating waste and extravagance which 
should now be considered a menace to 
our security. We should reduce gov- 
ernmental bureaus and commissions and 
abandon forthwith the philosophy of 
spending our way into better times. 

The spending policies that have pre- 
vailed during the past few years have 
provided an opening wedge for the pres- 
sure groups to make raids upon the Fed- 
eral Treasury but these funds for the 
most part have not been put to produc- 
tive use. Many billions have been 
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spent to prime the pump to create new 
jobs but this process has not been effec- 
tive as is shown by the many millions 
still on relief. No one questions thai 
those in actual need should be provided 
for but this should be done as far as 
possible within the capacities of states 
and municipalities where it can be mor 
efficiently handled and the responsibility 
more definitely fixed. The greatest con- 
tribution toward social security would 
be sound monetary and economic poli- 
cies all along the line. 

Moreover, the tax base should be 
broadened further so that all groups 
will realize directly that the country is 
carrying a heavy burden. It is only in 
this way that brakes will be applied to 
reckless spending. The larger the share 
of current outgo that can be borne by 
taxation or met out of public subscrip- 
tion from savings, the more secure will 
be our financial foundation, the key- 
stone of our economic defense. 

To meet the stupendous tasks before 
us, industry must operate at the highest 
level of efficiency. This is necessary not 
only to provide additional national in- 
come to defray the record-breaking 
peace-time expenditures but particularly 
to meet the requirements of our defense 
program. The real test of our prepared- 
ness is the ability of industry to turn 
out quickly and in large quantities the 
necessary military equipment and at the 
same time to provide the essential good: 


THE BANKERS MAGAZINE for August, 194) 





and services for our people. To do this 
adequately, industry must be geared to 
a war-time basis. Red tape must be 
cut and the shackles removed from busi- 
ness. No social benefit to any group 
should be permitted to stand in the way 
of a steady flow of goods for national 
security. In this connection we should 
profit from the tragic experience of 
France. The battle of France was not 
lost on the battlefield but years ago 
when she adopted the so-called liberal 
social philosophy, which was reflected in 
the breakdown of her economic system. 
The severe limitation upon production 
in that country, together with the sharp 
increase in the wage rates, caused a 
spectacular rise in prices with conse- 
quent reduced domestic consumption 
and a serious decline in exports as well 
as in governmental revenue. This led 
iormer Premier Chautemps to remark 
as far back as the latter part of 1937, 
“It is essential for the life of the coun- 
try that production be increased, and 
this necessity must be placed before all 
others since the whole social fabric de- 
pends on it.” But the warning went 


unheeded and in consequence France 
was forced to capitulate. 

With the shadows of the totalitarian 
governments falling over approximately 
two-thirds of the earth, it is well for us 
to realize fully the import upon our 
economy of the coming struggle for 
power and markets. We shall be forced 
to compete with countries of low wages 
and long hours of labor. To meet this 
situation, we too shall be forced to 
tighten our belts and to work harder. 
The strain can be appreciably relieved 
by adopting sound economic and finan- 
cial policies and restoring confidence in 
private enterprise so that jobs may be 
provided for those out of work. 

In this trying period we need to re- 
affirm the underlying principles that 
have made this country great during 
the past one hundred and fifty years. 
Through national unity, hard work, 
thrift, personal initiative—which has 
been the driving force of our material 
progress—and adjustment of our poli- 
cies to natural forces, we can place our- 
selves in an impregnable position to 
face the future. 


PROPOSED INTER-AMERICAN CARTEL 


Business Conditions Weekly, Alexander Hamilton Institute, Inc., New York City 


ECENT developments in Europe 
may have a pronounced effect on 
economic and political conditions 

in most countries of the Western Hemi- 
sphere. The elimination of a large num- 
ber of European countries from inter- 
national trade is bound to have serious 
consequences on the export trade of 
many Latin American countries unless 
steps are taken to remedy the situation. 
While the United States is in a posi- 
tion to absorb large quantities of com- 
modities of such countries as Brazil, 
Colombia, Chile, Peru and Bolivia, it 
is clear that this country is not in a 
position to absorb the surplus agricul- 
tural commodities of such countries as 
Argentina and Uruguay. With a num- 
ber of European countries for the time 
being unable to buy commodities in 
Latin America, it is feared that the sur- 


plus that might accumulate in some of 
the Latin American countries would 
have a very adverse effect on their re- 
spective national economies. 

The second factor of importance is 
the fear that certain European countries, 
notably Germany and Italy, may in- 
crease their economic influence in some 
of the Latin American countries. As 
witnessed in Europe, economic penetra- 
tion was soon followed by political in- 
filtration, with very dire results. It is 
therefore realized that economic pene- 
tration on the part of European coun- 
tries in Latin America is not at all 
desirable. 

The third consideration is the fact 
the the trade of practically all of Europe 
may soon be based on clearing arrange- 
ments. The various Latin American 
countries which have had experience 
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with this method of international trade 
have found that it is not always to their 
advantage. 

It is realized that to counteract all 
these possible developments one nation 
alone cannot cope with the situation. 
Rather, the concerted efforts of all 
American republics are necessary. To 
achieve this, an inter-American cartel, 
with a substantial amount of capital to 
be provided by all American republics, 
has been suggested. While no definite 
information has as yet been published 
as to what the purpose of this inter- 
American cartel would be and how far 
its functions would go, a vague concep- 
tion of its possible functions exists. 

In the first place, once it is estab- 
lished, the cartel will buy up all the 
surplus agricultural commodities of the 
various American republics, including 
the United States. This, in turn, will 
alleviate the burden on the producer of 
carrying the surplus commodities and 
will prevent a break in commodity 
prices. If the cartel does not accom- 
plish anything more than removing the 
surplus of agricultural commodities 
from the markets and thus preventing a 
material break in their prices, it will 
have performed a very important 
function. 

The second phase of the proposed 
inter-American cartel is to dispose of 
the surplus commodities. It is a well 
known fact that, due to the ravages of 
war, agriculture in Europe has suffered 
substantially and that the output during 
the present year is bound to be much 
smaller than average. In most Euro- 
pean countries, able-bodied men have 
been drafted into the army and are 
therefore not available for agricultural 
work. The same applies to draft ani- 
mals and to tractors. Europe, therefore, 
will be in need of agricultural com- 
modities which can be obtained only in 
the Western Hemisphere. 

Instead of permitting European gov- 
ernments to deal with individual Ameri- 
can countries, in which case political or 
economic pressure could be brought to 
bear, the inter-American cartel will deal 
with the European buyers as one big 
corporation, acting for all American 
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countries as regards certain commod- 
ities. This, if carried out, will make 
for more efficient marketing of these 
commodities and will put the sellers in 
a stronger position since the European 
buyers wil not be able to play one coun- 
try against the other. 

It is also expected that the inter- 
American cartel will take steps to de- 
velop new industries in the various Latin 
American countries. This will be done 
first for the purpose of reducing the 
types of commodities now being im- 
ported from Europe. In view of the 
vast natural resources available in most 
Latin American countries, it is believed 
that, with a certain amount of capital, 
new industries can be developed which, 
while not competing with those of the 
United States, will be in a position to 
make the Latin American countries less 
dependent on imports. 

In addition, the new industries will 
afford employment to many people and 
will generally strengthen the national 
economies of the respective countries. 
In this connection, it is also expected 
that the inter-American cartel will pay 
attention to the development of prod- 
ucts which could be exported to the 
United States. This would tie together 
closely the national economies of the 
United States and of the Latin Ameri- 
can republics. 

Developments in Europe have demon- 
strated that the various American coun- 
tries must codperate much more closely 
among themselves and with the United 
States. Without such codperation, they 
will be exposed to European pressure 
economically and politically. This dan- 
ger has been fully realized in the United 
States as well as in all other American 
republics. It is, therefore, to be ex- 
pected that, when the conference of the 
American nations takes place, the dele- 
gates will lay the foundation for much 
closer political and economic ties among 
the countries in the Western Hemis- 
phere. Such a development would not 
only strengthen them politically but also 
would be a powerful stimulus to the in- 
terchange of commodities among them- 
selves, a step which would lead to a 
higher standard of living. 
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Recent Speeches Given Before National 
Regional or State Groups — Digested 


or Excerpted for Your Convenience... 


BUSINESS CYCLES AND BANKING 


By Leonarp P. Ayres 
Vice President, The Cleveland Trust Company, Cleveland, Ohio 


E have reached the end of an era 
in the history of American -busi- 
ness, and are entering upon a new 

and different era. The change has come 

about because the wave-like fluctuations 
in the production of durable goods, 
which cause and constitute business 

cycles, no longer result, as they did 

formerly, from long wave-like fluctua- 

tions in interest rates. 

Durable goods include all the ma- 
chinery of production, everything that 
goes into construction, all plants and 
power lines of our public utilities, all 
appliances of business offices, as well as 
some things used by families, such as 
automobiles, house furniture and fur- 
nishings, refrigerators and radios. Our 
accumulations of durable goods largely 
constitute our national wealth, but they 
do not all increase our wealth because 
now our durable goods include muni- 
tions of war which consume wealth but 
do not produce it. 

We have been alternately speeding 
up and slowing down our production 
of durable goods for many decades, and 
so have all the other industrial nations, 
and it is that uneven production which 
has caused the wave-like expansions and 
contractions of business activity which 
we know as business cycles. These al- 
ternate periods of expansion and con- 
traction in the production of durable 


goods result from decisive changes in 
the amounts of money being spent for 
such goods, and those changes in the 
volumes of purchasing have in normal 
times largely resulted from decisions 
made by business enterprises. In re- 
cent years, and at present, the changes 
largely result from variations in gov- 
ernment expenditures. 

Business cycles result from wave-like 
expansions and contractions in the pro- 
duction of durable goods. Changes in 
the amounts of money spent by business 
enterprises for the purchase of durable 
goods have resulted from changes in the 
volumes of sales of new securities which 
have decreased during bear markets for 
bonds and stocks, and increased during 
bull markets. With almost complete 
regularity during the past eighty years 
the downturns of the security prices at 
the tops of bull markets, and their up- 
turns from the bottoms of bear markets, 
have closely followed upturns and down- 
turns in the levels of short-term interest 
rates. 

In bull markets for securities the ad- 
vances in short-term interest rates have 
brought about downturns in bond prices 
which have normally been shortly fol- 
lowed by downturns in stock prices. 
These declines in security prices have 
created unfavorable market conditions 
for floating new securities, and so have 


THE BANKERS MAGAZINE for August, 1940 





resulted in downturns in the volumes of 
new issues. When the volume of new 
issues has turned downward the inflow 
of new funds into productive enterprise 
has decreased, and a business decline 
has started. The process at the bottom 
of the business cycle has been a similar 
one, but with all the turning movements 
reversed. 

The long wave-like upward fluctua- 
tions and downward fluctuations in the 
levels of short-term interest rates have 


been mainly caused by the operation of 
our banking laws and regulations which 
have controlled the expansions and con- 
tractions of bank credit through causing 
alternate increases and decreases in 
bank reserves. This means that in the 
past our business cycles have been 
caused by the operations of our banking 
laws and regulations, our business pro- 
cedures, and the processes of our secu- 
rity markets.—From a recent lecture at 


the ABA Graduate School of Banking. 


NO BANK MAKES “SERVICE” CHARGES 


By E. S. Woo.tey 
Bank Analyst, New York City 


CTUALLY, no bank makes service 
charges. All that a bank does is to 
ask that depositors pay for the 

services which they themselves request 
and leaves with each depositor the op- 
tion of two ways of paying. The de- 
positor may either leave with the bank 
sufficient funds to earn the price of the 
services he uses or, if that is not con- 
venient, he may make up any deficiency 
between the cost of services and the 
earnings on his balance with a specific 
payment. 

To call such a charge service charge 
is a misnomer. It is a charge for serv- 
ices it is true, but it is not a service 
charge in the generally accepted mean- 
ing of that term. The bank does not 
dictate to the depositor how much 
money he shall leave on deposit. That 
is under the absolute control of the de- 
positor alone. Neither does the bank 
dictate how many checks he shall write 
or deposit for collection. It merely says 
to him “please pay for these services 
that the bank is rendering you and 
which are so indispensable to the con- 
duct of your business.” Banks act as 
paying agents and collecting agents and 
are entitled to receive adequate pay- 
ment for those services. 

In fact they are in a position to per- 
form those services at a profit to them- 
selves and at less cost to the public than 


176 


any other type of organization in exisi- 
ence. If it were not for the complicated 
system which banks have perfected, 
business would be at a practical stand- 
still. A very good ‘demonstration of this 
was given during the banking holiday 
of March, 1933. Salesmen were called 
off the road, hotels were almost empty 
and business stagnant because one de- 
partment of one business ceased to 
function. 

It is only right, then, that such im- 
portant services should be priced at cost 
plus a reasonable profit. When the 
public realizes the importance of those 
services to business in general they have 
no hesitation in paying for them. The 
principal difficulty is with the bankers 
themselves. It is hard for many bank- 
ers to disassociate the two functions of 
lending and servicing. These functions 
are distinct, and sound banking dictates 
that they should be kept distinct. The 
individual deposits cannot be serviced 
properly by expecting that all the in- 
come can be derived from the lending 
function. The use of checking services 
has grown too rapidly for that. The 
only way is to sell those services at cost 
plus a profit. 

There are charges in a bank with 
which costs have nothing whatever to 
do. These are charges which are made 
in order to stop certain practices an 
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not as income producing measures. In 
this category are such charges as those 
made for N.S.F. checks and past due 
note penalties. Here a bank would be 
very pleased if it strictly enforced very 
high charges yet never had occasion to 
collect one thin dime. 

This, however, can never be accom- 
plished until bankers recognize that 
such charges are made only to stop the 
practices. They apply but to a very 
small minority of bank customers. Take 
the N.S.F. checks for example, any list 
of such checks will show that the same 
names recur constantly. As a matter 
of fact here is one case in which by 
not taking a firm attitude banks have 
penalized good customers for the hene- 
iit of the bad. The signs “No Checks 
Cashed Here” which hang in many busi- 
ness places are there because of those 
relatively few customers of checking de- 
partments who issue short checks. If 
there had never been such a thing as a 
check drawn against insufficient funds 
those signs would never have been 
needed and checking facilities would 
have been that much more valuable to 
the good customers. 

Recognizing this fact, and making the 
charges or penalties high enough to dis- 


courage the practice, will do much to- 
wards | reducing this abuse. A suggested 
charge for the offense of drawing 
against insufficient funds is 50 cents for 
the first offense in any one month, $1 
for the second offense, $2 for the third 
and so on, with a closing of the ac- 
count for habitual offenders. 

The same thing is true with regard 
to past due note penalities. Here the 
desire is very definitely to reduce the 
matured note files and not to increase 
income. A flat charge, therefore, does 
not accomplish this. It should be based 
on so much per day, say 50 cents or 
$1 for each day that a note is permitted 
to run past due as to principal or in- 
terest. People can catch trains or do 
a thousand and one other things on 
time and there is no reason why they 
cannot at least come to the bank on or 
before the day on which they have a 
note maturing. 

So the reason fer all charges must 
not only be understood by bankers 
themselves but must be explained fully 
to bank customers. Only by following 
such a procedure can real success be 
expected.—From a recent address be- 
fore the South Dakota Bankers Associa- 
tion convention. 


THE STOCKHOLDER MUST KNOW HIS BANK 


By E. L. Pearce 
Vice President, The Union National Bank, Marquette, Michigan 


HAT a change in the stockholder’s 

attitude this past ten years! In 

°29 his principal interest in his 
bank concerned the fabulous stock quo- 
tations and those wonderful dividends. 
Then came *32 and ’33 and there were 
“Irish” dividends, preferred stock, liqui- 
dations, mergers and _ reorganizations, 
and the individuals constituting the 
stock lists took a different attitude con- 
cerning their holdings. They are now 
more inquiring throughout the year. 
When the annual meetings come around 
ihey want intimate information. The 
progressive and alert executive takes the 
floor willingly and freely discusses his 
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bank’s affairs, both on his own initia- 
tive and in response to questions. Off- 
cials have seen fit to provide an increas- 
ing amount of information to stock- 
holders attending annual meetings. 
Ten years ago bank shareholders at- 
tending annual “meetings—and not many 
did attend—received only a few crumbs 
of information. Perhaps it was their 
fault because they didn’t show much in- 
terest. The depression changed this; 
the attendance at annual imeetings in- 
creased. The stockholders sought to 
find out why the price of their shares 
had tumbled and the income of the bank 
had shrunk in like proportion. The 
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crumbs of information grew larger. To- 
day a few officers come close to provid- 
ing a full loaf. At recent meetings the 
presiding officers in some cases gave a 
breakdown of the loan total as carried 
in the bank’s condition statement, thus 
showing the stockholders the various 
types of credit advanced. Others have 
broken down the item “Other Secu- 
rities,” showing how many government, 
railroad, utility and securities of other 
classifications are carried. A handful 
of banks are publishing a complete list 
of bond holdings and some also publish 
income accounts. There are several 
steps ahead of most institutions, for all 
this is in the right direction. 


I am proud of my bank’s record in 
this respect. For the past ten years we 
have had annual stockholders’ meetings 
in the evening, with an average attend- 
ance of thirty shareholders. It has been 
my custom to read a report which is 
quite complete, as is evidenced by the 
fact that it requires about forty-five 
minutes to present it. I can truthfully 
say to you, such a plan produces worth 
while codperation. 

Yes, Mr. Stockholder, if you and your 
bank are to keep abreast of the times 
in this changing world you must “know 
your stuff.".—From an address at the 
recent Kansas Bankers Association con- 
vention. 


ELECTION YEARS AFFECT BUSINESS NEGLIGIBLY 
By E. E. Crass 


President, Investors Syndicate, Minneapolis, Minn. 


HE popular concept that a presi- 
dential year must necessarily affect 
business adversely in some degree 
gets no support whatever from an an- 
alysis of business cycles in the United 


States since 1792. The one notable 
exception to this basic principle was the 
nationwide business confusion created 
by the free silver campaign of William 
Jennings Bryan in 1896. It apparently 
was this situation that created the fetish 
that “presidential years are bad for 
business.” 

Business cycles have neither regular 
time schedules nor geographical limita- 
tions. Causes of prosperity or depres- 
sion have their beginnings before, dur- 
ing and after presidential elections, and 
are affected by conditions both here and 
abroad. Resultant effects, however, may 
become apparent in years when Ameri- 
cans are indicating their national politi- 
cal preferences, sometimes resulting in 
mistaking the occasion for the cause. 

Twenty-two of the 37 national elec- 
tion years since 1792 were prosperous, 
while 14 were depressed. The election 
vear of 1864, during the war between 
the States, should not be considered in 
comparison with other national elec- 
tion years. 


The terms “prosperity” and “depres- 
sion” as used in this study are relative. 
For example, 1936 compared with 1932 
was “relatively prosperous,” but if 1936 
were compared with 1928, then 1936 
would have been termed a severe de- 
pression year. Segregation of the years 
of relative prosperity or depression was 
arrived at through consideration of the 
four phases of a business cycle—pros- 
perity, recession, depression and revival. 

Prosperity, for the most active phase 
of the business cycle, coincided with the 
following national voting years: 1800, 
1824, 1836, 1852, 1856, 1872, 1880, 
1892, 1916 and 1928. To these ten 
active presidential years must be added 
twelve transition years. Revival marked 
1804 and 1868. Transition from revival 
to prosperity characterized 1844 and 
1912. A short recession preceded the 
prosperity of 1812. Moderate prosper- 
ity ruled in 1832. A mild depression 
emerged into revival in 1848, 1904 and 
1924. A brief recession turned into re- 
vival in 1888. Prosperity and recession 
ushered in the revival of 1900. Relative 
prosperity was experienced in 1936. 

Depression, or the least active phase 
of the business cycle, happened in the 
presidential voting years of 1808, 1816. 
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1820, 1840, 1876, 1884, 1908 and 1932. 
To these eight years, however, must be 
added six transitional years. Recessions 
in 1796 and 1896 ushered in depres- 
sions. Prosperity preceded distress in 
1792 and depression in 1920. Pros- 
perity also preceded recessions in 1828 
and 1860. 

Business improved in the presidential 
balloting years of 1800, 1804, 1824, 
1852, 1868, 1888, 1896, 1904, 1912, 
1924 and 1928. 

Business slackened its pace in the 
presidential voting years of 1792, 1812, 


1840, 1848, 1856, 1860, 1900 and 1920. 
The downturn in 1812 was converted 
later into an upturn. 

Eighteen presidential years through- 
out the twelve months reflected business 
cycle influences dominant and active 
before January 1 of such years. These 
years were: 1796, 1808, 1816, 1820, 
1828, 1832, 1836, 1844, 1864, 1872, 
1876, 1880, 1884, 1892, 1908, 1916, 
1932 and 1936.—From a_ statement 
made in connection with Investors Syn- 
dicate study of economic trends in elec- 
tion years. 


WAR’S EFFECT ON TRADE AND AGRICULTURE 


By Henry H. HEIMANN 
Executive Manager, National Association of Credit Men, New York City 


-YHOULD a peace be concluded in 
—) Europe, which many claim is not 

unlikely, some of our industries will 
{eel the drop in war orders from abroad. 
The question then arises as to whether 
or not our increasingly active prepared- 
ness program will be sufficient to con- 
tinue the present rate of activity. Even 
though it is sufficient, it is not the type 
that insures a sound recovery. 

Like most of the past decade, this is 
a period when business, despite the 
necessity for self-protection, cannot plan 
much beyond the morrow. A few things 
do, however, stand out that it can 
definitely count on. 

The first factor is higher taxation. 
Everyone realizes that higher taxes will 
have to be assumed. In fact, the pres- 
ent tax bill, which in some instances 
represents an increase of as high as 60 
per cent for an individual, is but the 
beginning of an ever-increasing tax load. 
The American people are willing to 
pay the price to insure adequate de- 
fense. They are, however, anxious that 
the money be well expended. 

In assessing the tax burdens it should 
not be forgotten that, unless scientifi- 
cally levied, they may well prove so 
burdensome as to unnecessarily restrict 
normal business operations. One of the 
unfortunate situations that undoubtedly 


will arise out of the increased tax load 
is the extreme difficulty individuals may 
experience in continuing their normal 
contributions to charitable programs. 

The second factor is an even greater 
need for viewing every business prob- 
lem from the standpoint of its social 
consequences. The present conflict 
abroad is the outward symbol of vast 
world changes arising from maladjust- 
ments of bygone years. 

The third factor is the lesson of the 
present conflict, which teaches us that 
social gains are valueless when they are 
not based on bedrock realism. Sound 
social gains must be slowly evolved. 
The foundation for such programs must 
be a peaceful and prosperous condition 
with reasonable assurance as to it re- 
maining so. 

The blitzkrieg type of social gain 
simply jeopardizes previous progress 
made for the benefit of the average man 
and woman. It seems unfortunate that 
this is a fact, but if we are realistic we 
will recognize that sometimes it is neces- 
sary to stop and consolidate our gains. 

Neither prosperity, preparedness nor 
personal security is possible if it is 
achieved without full consideration of 
possible consequences. — From _ the 
Monthly Business Review of the Na- 
tional Association of Credit Men. 
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S Public Relations 


Digests of Recent Ideas, Campaigns, 


Free Sets of Dishes 


Taking a leaf from the movie houses’ 
book of strategy, The Morris Plan Bank 
of Virginia, Richmond, Va., is now 
offering sets of breakfast dishes to in- 
crease users of its “Popular Checking 
Account Service”—a no-minimum bal- 
ance, 5 cents a check plan. Publicizing 
the offer is a folder, with attractive 
illustration of one of the dish sets, and 
caption: “How you as a customer of 
this bank can get one of these beautiful 
15-piece breakfast sets absolutely free!” 
Copy explains: 

“Get a friend or relative to agree to 
open a ‘Popular’ (5 cents a check) 
checking account. 

“Fill out and give him (or her) the 
card shown at the right to present to us 
when the account is opened. 

“When the account is actually opened, 
we will give you one of these beautiful 
breakfast sets without cost or obliga- 
tion.” 

One page of the folder is 5 devoted to 
a description of the dishes, one to the 
card introducing the new depositor, and 
others to a description of the service 
and to a listing of other services of the 


bank. 


Funds for Preparedness Program 


Captioned “Funds to Help Industry 
Help National Preparedness” was. a 
recent timely and effective newspaper 


ad carried by the Bank of the Manhat- 
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tan Company, New York City. Copy, 
linking the bank with our national pr>- 
paredness program, read: 

“In step with our Government’s pro- 
gram of preparedness, many companics 
will increase their capacity for produ:- 
tion. Many will re-tool and otherwise 
adapt their factories to manufacture 
needed equipment. 

“To help in these activities, making 
possible the expansion of buildings, 
machinery, inventory and payrolls, 
Bank of the Manhattan Company will 
make loans in accordance with sound 
banking policy. 

“Not only in times of emergency but 
right along, this bank has. advanced 
credit to manufacturers engaged on 
Government contracts. It has financed 
the construction of ships for the Navy, 
as well as airplanes and other equip- 
ment for the country’s armed forces. 

“The financial resources which this 
bank and others make available will 
help speed up preparedness, to the na- 
tion’s benefit. 

“We suggest that you discuss your 
plans with one of our officers.” 


Cushioned Borrower’s Chair 


A clever, effective turn is given copy 
of The First National Bank, Halfway, 
Oregon, in an advertisement in the pro- 
gram of the local county fair. Copy 
reads: 

‘When the crowds gather at the Fair 
Grounds on September 2 and 3 to wit- 
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ness the nineteenth annual exhibition 
of the Baker County Fair, they are 
going to get the surprise of their lives. 
Few thought the management of the 
Fair could put it over, but a new grand- 
stand will be there to accommodate the 
crowd with comfortable seats. Of 
course these seats will not be pigskin 
cushioned like the borrowers’ chair at 
the First National Bank, but they will 
be comfortable enough for all purposes 
unless it would be for borrowing money. 
“This bank takes pride in the achieve- 
ments of the Baker County Fair.” 


“The Case for Advertising”’’ 


Appearing in the July issue of Na- 
tion’s Business magazine is a special 
article, “The Case for Advertising”— 
the sixth of a series of articles, each 
reviewing the accomplishments of a 
single branch of private enterprise. 
Numerous examples of advertising’s 
contributions to industry, to the public, 
and to the American way of life are 
given, also a discussion of the foes of 
advertising and their mistakes and ob- 
jectives. 


Graduation Message 


To each college and high school 
graduate in their territory, the State- 
Planters Bank and Trust Company, 
Richmond, Virginia, this year sent an 
effective congratulatory letter, signed 
by the president, linking the bank into 
the individual’s future. Copy read as 
follows: 


“Congratulations upon your recent 
graduation! Your accomplishment 
merits praise, and we want to extend to 
you every good wish for the years 
ahead. 

“There is one suggestion we think 
particularly important, whatever path 
you intend to follow in life: A good 
bank connection will prove a helpful 
and valuable asset in the future. Thou- 
sands of young men in Richmond and 
Virginia have found the facilities of 
State-Planters helpful and useful. For 
seventy-five years it has been the privil- 
ege and pleasure of this bank to assist 


them in carving their careers and in 
building their businesses. 

“If you are contemplating the con- 
tinuance of your education, perhaps we 
can be of assistance; or, perhaps, we 
can be of service in some other way. In 
any event, we will be glad to work with 
you in any way possible. 

“We know that your family must be 
proud of you, and it gives us pleasure 
to add our congratulations and _ best 
wishes for your success and happiness.” 


Bank Baseball Broadcast 
The First National Bank of Louisville, 


Kentucky, is sponsoring Don Hill, sports 
commentator, in a baseball program 
called “Grandstand Managers,” over a 
local broadcasting station, WAVE. The 


program is a 15-minute one, and comes 


“EYE-CATCHERS” 


These bank ads caught our eye 
and made us read the ad. How 
about you? 


*“T Am Not a Millionaire’s 
Wife’’ 
—The Morris Plan Bank of 


Virginia, Richmond, Va. 


Are You on a_ Financial 
Merry-go-Round? 
—AMississippi Valley Trust 


Company, St. Louis, Mo. 


Old Heads for Young Shoulders 


—The Trust Company of 
Georgia, Atlanta, Ga. 


... But Even a Snowball Won’t 
Roll Up Itself! 


—Home Savings Bank, Boston, 


Mass. 


Who Protects the Wealth You 
Create? 
—Chemical Bank & Trust Com- 
pany, New York, N. Y. 
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Some Financial Services 
for Vacation Time 


PERSONAL LOANS— If you need additional 
vacation funds, see our Personal Loan depart- 
ment. Monthly Payment Loans are made to 
responsible individuals, at reasonable rates. 


SAFE DEPOSIT PROTECTION — At small cost 
you can rent a safe deposit box in the vaults 
of the First National Safe Deposit Company, 
Your important papers, jewelry, securities 
and other valuables will then be protected 
from fire and theft. 


TRAVEL FUNDS— Use Travelers Cheques — 
readily cashed anywhere. Purchase them in 
convenient denominations from our Foreign 
department. 


FIRST NATIONAL BANK 


MEMBER FEDERAL DEPOSIT INSURANCE CORPORATION 


A brief reminder of three of the 
bank’s vacation time services is of- 
fered in this newspaper ad of the 
First National Bank in St. Louis, Mo. 


on days when games are played by the 
“Louisville Colonels.” It is in the form 
of interviews with fans, in the grand. 
stand for home games or in the broad- 
casting studio for games played out of 
town. The fans express their views on 
how they would manage the team at 
critical points in the play, and on other 
matters of interest. Commercial an- 
nouncements play an unobtrusive part 
in the broadcasts, as in the baseball 
book which fans are invited to ask for 
—only brief references being made to 
the bank’s services. These include par- 
ticularly personal loans and checking 
accounts, and the convenience of branch 
services. The baseball book, offered in 
connection with the program, runs to 48 
pages, and_ contains biographical 
sketches and pictures of the players, 
changes in the rules, information on 
how to score the game, its history, a 
roster of immortals, and other statistics 
the fans are interested in. A map on 
back of the book shows the location of 


the nine First National offices, and inside 
front and back covers contain bank 
messages. 


Time for Everyone 


The Audichron Automatic Time 
Teller of the First National Bank in 
Palm Beach, Florida, has answered 874.- 
464 calls for the correct time since this 
ingenious machine was installed a year 
ago—an average of 2,406 calls every 
day of the year—reports Robert F. 
Conn, vice-president of the bank. On 
the average, someone dials for the cor- 
rect time every thirty seconds of the day 
and night, largest number of calls being 
made between eight and nine o’clock in 
the morning when John Q. Public won- 
ders whether he can dunk an extra 
doughnut and not be late to the office. 
Another peak in calls occurs between 
six and seven o'clock in the evening 
when dinner engagements and shows 
hold the attention of time seekers. 


Everyday Loans 


Short, friendly copy characterizes a 
recent newspaper advertisement of The 
Cleveland Trust Company, Cleveland, 
Ohio, on personal loans. Captioned, 
“Everyday Loans to Everyday People 
for Everyday Needs,” copy reads: 


“No matter what your loan needs 
may be, we invite you to come to The 
Cleveland Trust Company to discuss 
your money problems. A loan that you 
can repay without straining your re- 
sources may solve your debt problem, 
and encourage thrift. Loan rates are 
low, service is prompt. And you estab- 
lish valuable bank credit. Call at our 
main office personal loan department, or 
see the manager of your neighborhood 
Cleveland Trust Bank.” 


FAA Convention 


Interpreting financial facilities to the 
public will absorb the attention of more 
than 500 members of the Financial Ad- 
vertisers Association for a three and 
one-half day convention at Hot Springs, 
Virginia, October 28, 29 and 30, when 
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that organization meets for its 25th an- 
nual conference, according to Stephen 
H. Fifield, president of the association, 
and vice-president of the Barnett Na- 
tional Bank, Jacksonville, Florida. 

In announcing the conclave, Mr. Fi- 
field lists four qualities which character- 
ize all FAA  conventions—they are 
short, never more than four days; the 
first hour of each day, beginning. at 9 
a. m., is devoted to a school session 
attended by all delegates and led by a 
national authority touching upon adver- 
tising, sales, or public relations; a com- 
prehensive exhibit of current financial 
advertising prepared and displayed by 
members receives not only program at- 
tention but is studied by the many 
financial advertising men and women 
who attend; round table sessions on 
specific merchandising and public rela- 
tions problems are scheduled each after- 
noon. 

The 1940 convention committee ap- 
pointments are completed, with Robert 
J. Izant, vice-president of the Central 
National Bank of Cleveland, serving as 
general chairman. 

General program chairman is Lewis 
F. Gordon, assistant vice-president, Citi- 
zens & Southern National Bank, Atlanta. 
Mr. Gordon’s committee is departmen- 
talized as follows: Trust—John M. 
Zuber, vice-president and trust officer, 
Ohio Citizens Trust Company, Toledo; 
commercial—Robert Lindquist, public 
relations director, American National 
Bank & Trust Company, Chicago; sav- 
ings—John Bodfish, secretary, First 
Federal Savings and Loan Association, 
Chicago; investment—-James Rascovar 
II, vice-president, Albert Frank — 
Guenther Law, Inc., New York; con- 
sumer credit—I. I. Sperling, assistant 
vice-president, Cleveland Trust Com- 
pany, Cleveland. 

Chairmen of the entertainment com- 
mittee are: R. D. Cameron, second vice- 
president, Continental Illinois National 
Bank, Chicago; and Chester L. Price, 
City National Bank & Trust Company, 
Chicago. Reception committee chair- 
man is Robert L. Flather, assistant sec- 
retary, American Security & Trust Com- 
pany, Washington, D. C. The attend- 


ance committee is composed of: Adver- 
tising—J. M. Easton, The Northern 
Trust Company, Chicago; transporta- 
tion—Eliot H. Thomson, Washington 
Loan & Trust Company, Washington, 
D. C.; publicity—Harry B. Winsor, 
Second Federal Savings & Loan Associa- 
tion, Cleveland. 

Registration of delegates will be in 
charge of Ruth H. Gates, advertising 
manager, State Bank & Trust Company, 
Evanston, Ill., and R. E. Conn, vice- 
president, First National Bank, Palm 
Beach, Florida. The press room at the 
convention will be in charge of C. B. 
Axford, editor, the American Banker, 
New York. The exhibit committee 
chairman is L. L. Jeffers, First National 
Bank, Fort Worth, Texas, with Erwin 
O. Meeh, Irvington National Bank, Irv- 
ington, N. J., as vice-chairman. 

Human relations by the written and 
spoken word in the financial field will 
be studied by delegates who represent 
banks, investment houses and _ other 
financial institutions from every state 
in the Union and Canada. 


STEPHEN H. FIFIELD 
President of the Financial Adver- 
tisers Association, and vice-president 
of the Barnett National Bank, 

Jacksonville, Florida. 
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BRIEFS 


Items of Interest from Many Sources— 
Condensed for Quick Reading 


Bond Conference Proceedings 


Proceedings of the Fifth Federal Re- 
serve District Bond Conference, held 
recently in Richmond, Virginia, have 
now gone to press and will be issued in 
the form of a 240 page book titled 
“Fundamentals of Bank Investments.” 
The conference committee (P .0. Box 
6-E, Richmond, Va.) is offering the 
book at the prepublication price of 
$2.00 a copy. 


CheckMaster Anniversary 


CheckMaster, America’s first and 
original “pay-as-you-go” checking serv- 
ice created by Alexander Efron, vice- 
president of the National Safety Bank 
and Trust Company of New York, re- 
cently observed its fifth birthday. 

Five years ago the National Safety 
Bank announced to a rather startled 
metropolis that checking accounts would 
be accepted in a new department in 
which no minimum balance would be 
required at any time, and that an 
account could be opened with an initial 
deposit of any amount—even as little 
as one dollar—checkbooks free, no ad- 
vance payments of any sort, the de- 
positor paying only 5c for each check 
drawn and item deposited, statements 
and cancelled checks returned without 
charge every 90 days. 

The public’s response was immediate 
and emphatic. Thousands of Check- 
Master accounts poured into the bank’s 
four offices in Manhattan and the 
Bronx, and the volume continued to 
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grow to such an exient that it became 
necessary to open an additional branch 
office devoted solely to CheckMaster. 
The bank now has CheckMaster accounts 
from practically every state in the 
Union and from 33 foreign countries. 
Approximately 1,500 banks from 
coast to coast in the U. S. are now de- 
riving an annual income of aboui 
$5,000,000 exclusively from “pay-as- 
you-go” checking facilities, and these 
customers issue 50,000,000 to 75,000,000 
checks annually—eloquent testimony to 
the strides taken by this business since 


1935. 


Trust Conference 


Present day trends in taxes, invest- 
ments and public relations will be the 
outstanding subjects for discussion at 
the eighteenth Regional Trust Confer- 
ence of the Pacific Coast and Rocky 
Mountain States to be held in Salt Lake 
City, Utah, August 15-17 under aus-. 
pices of the Trust Division of the 
American Bankers Association, accord- 
ing to the program announced by Re- 
land E. Clark, president of the Trust 
Division and vice-president of the Na- 
tional Bank of Commerce, Portland. 
Maine. 


Bank Money Order 


Following successful trial use of a 
service new to Cleveland, the bank 
money order, The Cleveland Trust Com- 
pany has now made the service avail- 


THE BANKERS MAGAZINE for August, 1940 





able at all of its forty-eight banking 
offices. 

According to W. S. Goff, vice-presi- 
dent in charge of Cleveland Trust opera- 
tions, the new bank money order rounds 
out the bill-paying facilities which the 
bank provides for the public. 

“We found that people require dif- 
ferent types of service to enable them 
to pay bills conveniently, to avoid the 
risk of carrying cash, and to provide an 
automatic receipt or record of pay- 
ment,” Mr. Goff states. 

“There are three general classes of 
isers of bill-paying services. The first 
group, by far in the majority, requires 
a regular checking account for the pay- 
ment of business and personal bills. The 
second group has only a relatively few 
personal bills to pay and finds the new 
5e check plan we recently announced 
satisfactory. The third group has only 
infrequent need for paying bills by some 
‘orm of check and finds the new bank 
money order best suited to its needs. 

“The Cleveland Trust money order 
sells for a small fee that varies with the 
amount involved. It has a receipt stub 
which the buyer retains. Another fea- 
ture which appeals to most users is the 
appearance of the remitter’s name on 
the face of the order.” 


Actual Personal Loan Costs 


“Under the various personal loan 
plans now in operation in New York 
City, interest rates vary according to 
the nature of the service and the degree 
of risk. It is not always easy however 
to compare costs because charges are 
quoted in different terms such as inter- 
est or discount, and for different periods 
such as monthly or annually,” points 
out the Manufacturers Trust Company 
in a folder titled “What Is the Actual 
Cost of a Personal Loan?” 

The folder clearly sets forth an ex- 
planation of interest and discount, and 
gives comparative tables showing actual 
costs for Manufacturers Trust personal 
loans made with or without co-makers 
or collateral. 

Explaining the bank’s purpose_ in 
issuing this folder, William G. Rabe, 
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vice-president, states: “For several years 
official banking authorities, government 
bureaus, social welfare agencies, legis- 
lators and prominent educators have 
been urging banks and other lending in- 
stitutions to quote personal loan rates 
on a uniform basis, preferably in terms 
of simple interest on unpaid balances. 
At the present time rates are quoted in 
different terms, such as interest or dis- 
count, and for different periods, an- 
nually or monthly. This frequently 
makes it difficult for the average bor- 
rower to know in advance the exact rate 
on a personal loan. We are planning 
to give this folder wide distribution, 
and sincerely hope that it will prove 
genuinely helpful to the many thou- 
sands of people in Greater New York 
who have occasion to make personal 
loans.” 


New Bank of America Building 


A. P. Giannini, president of the Bank 
of America, announces directors’ ap- 
proval of the construction of a new 
office and bank building in San Fran- 
cisco. The new building, which will 
cost approximately $2,000,000, will be 
a twelve story structure, and will super- 
sede 1 Powell Street as head office for 
the bank, bringing all administrative 
offices under one roof. 


Rise In New Loans 


Less than half of the country’s com- 
mercial banks made twenty-five million 
credit extensions amounting to almost 
$40 billion dollars to business firms and 
individuals during 1939, according to 
the second semi-annual survey of bank 
lending activity made by the Research 
Council of the American Bankers Asso- 
ciation it is announced by Robert M. 
Hanes, president of the Association. 

The survey showed a definite increase 
in new loans to business firms and in- 
dividuals during the second half of the 
year, he said. The number of new loans 
made between July 1 and December 31 
was 610,000 or 10 per cent greater; and 
the dollar volume of new loans was 
more than $2 billion, or almost 20 per 
cent greater than reported by an equiva- 
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lent number of banks during the previ- 
ous six months. 

The number and volume of mortgage 
loans made, also increased in the second 
half. The increase in number was 17,- 
000 and the percentage of increase 13. 
The increase in mortgage dollar volume 
was $34,243,000, or 8 per cent. 

The use by business firms and cor- 
porations of open lines of credit on the 
books of banks increased 6 per cent. 

The volume of renewed loans re- 
mained fairly constant. There was a 
gain of 3 per cent in number and a 
decline of 1.5 per cent in dollar volume. 

Commenting on the survey, Mr. Hanes 
said: “It is apparent that banks in- 
creased their lending service to the pub- 
lic throughout the year and that the 
expansion in bank credit was in the 
realm of new business.” 


Mr. Hanes stated that 6,333 banks or 
44 per cent of the nation’s commercial 
banks, replied to the Association’s ques- 
tionnaire. These 6,333 banks reported, 
he added, that they made during the 
year: 

12,680,000 new loans 
totaling 

12,033,000 renewals of 
loans totaling 15,791,000,000 

285,000 new mortgage 

loans totaling 


$23,120,000,000 


899,810,000 


$39,810,810,000 


24,998,000 
“This is a total of 24,998,000 credit 


extensions totaling $39,810,810,000 
made by 44 per cent of the country’s 
commercial banks. 


“In addition, 1,374 banks reported 
that they were maintaining open or con- 
firmed lines of credit on their books 
available for use by business firms and 
individuals in the sum of $5,507,000,000 
and that $1,817,000,000, or 33 per cent 
of these open lines of credit were ac- 
tually used. This is 6 per cent higher 
than the amount in use during the first 
half of the year.” 

The banks reporting stated that their 
total loans outstanding increased from 
$12,426,000,000 June 30, to $13,126,- 
000,000 December 31, 1939; a rise of 
$700,000,000, or six per cent. In the 


same period the deposits increased from 
$42,822,000,000 to $45,803,000,000; a 
rise of $2,981,000,000, or seven per 
cent. 
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Convention Dates 
NATIONAL 


September 18-20—National Association of 
Supervisors of State Banks, Richmond, 
Va. 


September 22-26—American Bankers Asso- 
ciation, Atlantic City, N. J. 


September 30-October 2—Morris Plan 
Bankers Association, Hotel Del Monte, 
Del Monte, Calif. 


October 2-4—Mortgage Bankers Associa- 
tion, Chicago, Ill. 


October 16-19—National Association 0: 
Bank Auditors and Comptrollers, S:. 
Louis, Mo. 


October 28-30—Financial Advertisers As- 
sociation, The Homestead, Hot Springs. 
Virginia. 

November 13-15—United States Savings 
and Loan League, Chicago, IIl. 


STATE AND REGIONAL 


August 15-17—Pacific Coast and Rocky 
Mountain States ABA Trust Conference, 
Salt Lake City, Utah. 


August 19-23—Arkansas Bankers Seminar, 
University of Arkansas, Fayetteville, Ark. 


August 19-30—Pacific Northwest Banking 
School, University of Washington, Seattle, 
Wash. 


August 26—Nevada Bankers Association, 
Winnemucca, Nevada. 


September 4-7—Texas Bankers Conference, 
University of Texas, Austin, Texas. 


September 5-7—Savings Banks Association 
of Maine, Rangeley Lake Hotel, Range- 
ley, Maine. 


September 9-11—Iowa Bankers Association, 
Fort Des Moines Hotel, Des Moines, 
Iowa. 


September 9-13—Tennessee Bankers Con- 
ference, University of Tennessee, Knox- 
ville, Tenn. 


October 2-4—New York State Savings 
Banks Association, Lake Placid, New 
York. 


November 7-8—ABA Mid-Continent Trust 
Conference, Chicago, Illinois. 
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